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SALUTATORY. 

The  Auditor  niake.s  its  a])])eanincc  in 
response  to  a feeling'  on  tlie  jiart  of  the 
members  of  the  Illinois  Society  of  Certified 
Public  Accountants,  that  the  profession 
needs  the  means  of  communication  afforded 
by  an  organ  under  its  own  control. 

Until  now  the  accounting  profession  in 
America  has  had  no  org;'an  devoted  solely  to 
its  interests,  but  has  been  obliged  to  con- 
tent itself  with  a coiner  in  publications 
representing  other  lines. 

Within  the  last  ten  years  the  accounting 
profession  in  America  has  accomplished 
more  in  establishing  its  usefulness  in  the 
opinion  of  the  business  community  than  had 
been  accomplished  in  all  the  decades  pre- 
ceding. The  growth  of  the  public  account- 
ing field  has  been  so  considerable  that  nu- 
merous state  societies  and  associations 
have  been  formed  to  further  the  interests 
held  in  common  by  their  members.  One  of 
these  organizations  is  the  Illinois  Society 
of  Certified  Public  Accountants,  and  one 
means  it  proposes  to  take  to  benefit  the  pro- 
fession is  to  establish  and  publish  this 
paper. 

While  the  primary  object  of  the  publica- 
tion has  been  to  forward  the  interests  of  the 
Illinois  society,  it  is  hoped  that  at  the  same 
time  the  accounting  profession  of  the  whole 
country  may  be  substantially  benefited.  An 
important  mission  of  this  ]iaper  is  to  carry 
to  business  houses  not  yet  cognizant  of  the 
value  of  the  services  of  a public  account- 
ant full  information  or  that  subject,  and  in 
that  way  help  to  increase  the  clientage  of 
the  members  of  the  profession.  In  so  do- 
ing it  believes  that  it  will  be  serving  both 
parties  beneficially  and  will  prove  the  wis- 

m of  the  steps  taken  to  establish  it. 

IHE  Auditor  will  be  the  organ  of  no 
faction,  nor  will  it  serve  the  interests  of 
individuals  any  way  other  than  through 
its  work  in  of  the  profession  at  large, 

ft  is  hoped  that  as  time  goes  on  this  paper 
may  increase  in  nsefnhiess,  and  to  that  end 
it  will  welcome  the  cq-operation  of  all  who 
are  interested  in  the  accounting  jirofession. 


The  publication  is  i1 
combined  effort,  and 


efficiency  of  concenti  ated  forces  working 
to  a common  end. 


It  believes  that  the 
the  accountant  can  b 


Secretary’s  Office 
Room  .507,  100  Washington  Street 
Chicago 


to  hold  all  the  capat  le  workers,  and  that 


there  is  no  reason  wl 
profession  should  he 


self  the  outgrowth  of 
as  strong  faith  in  the 


field  for  the  work  of 
; made  wide  enough 


y any  member  of  the 
sitate  to  join  hands 

Qy 
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with  his  fellows  in  the  effort  in  aid  of  which 
it  has  come  into  being. 

it  is  hoped  this  paper  may' materially  as- 
sist in  securing  for  the  accounting  profes- 
sion, from  the  gem  ral  public,  the  same  de- 
gree of  resjiect  ami  consideration  as  is  ac- 
corded to  other  learned  jirofessions.  We 
believe  that  no  other  profession  affords 
more  room  for  the  exercise  of  strong 
mental  effort,  nor  requires  more  careful 
training  for  the  proper  discharge  of  its 
functions,  and  it  shall  be  the  constant  effort 
of  The  Auditor  to  demonstrate  to  the  busi- 
ness public  that  our  opinion  of  the  profes- 
sion has  been  correctly  formed. 

We  have  no  elaborate  promises  to  make, 
nor  do  we  assume  that  the  world  has  been 
waiting  for  us.  We  do,  however,  assure 
our  readers  and  supporters  that  we  will 
spare  no  effort  to  supply  them  with  the  best 
we  can  possibly  produce,  and  to  that  end  we 
ask  their  friendly  co-operation. 


The  law  authorizing  the  University  of 
Illinois  to  confer  the  degree  of  certified 
public  accountant  upon  candidates  whose 
fitness  is  established,  has  been  in  force  for 
over  a year,  hut  the  examiners  have  not 
been  able  to  dispose  of  more  than  half  the 
applications  filed. 

There  is  a disposition  in  some  quarters  to 
criticize  the  Board  of  Examiners  for  what 
seems  to  be  an  excess  of  deliberation. 
While  the  amount  of  time  taken  by  the 
board  does  seem  plenty,  we  presume  no  one 
will  seriously  object  if  it  developes  that  the 
delay  has  been  occasioned  by  an  abundance 
of  caution  in  passing  on  the  qualifications 
of  candidates. 

If  the  degree  is  to  be  that  valuable  testi- 
monial of  professional  fitness  and  good 
character  which  the  law  intends  it  shall  be 
the  lioard  can  hardly  be  too  cautious  in 
making  its  recommendations  to  the  univer- 
sity. While  the  board  has  expressed  no 
desire  for  sympathy,  it  is  undoubtedly  en- 
titled to  much  consideration.  Its  task  is  by 
no  means  a pleasant  one,  and  is  accom- 
plished only  by  a considerable  sacrifice  of 
time  on  the  part  of  the  examiners,  and  the 
assumption  by  them  of  thankless  responsi- 
bilities. The  hoard  may  make  mistakes — 
possibly  has  made  mistakes — but  that  it  has 
acted  only  with  the  best  of  motives  no  one 
can  safely  gainsay . 

The  accounting  profession  in  Illinois 
owes  a substantial  debt  of  gratitude  to  the 
Board  of  Examiners,  and  should  not  be 
slow  in  acknowledging  it. 
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Si)cakin"  of  tlic  C.  A.  law  and  its  ad- 
ministration, brinj^s  to  mind  the  j’reat 
University  of  Illinois,  and  reealls  the  fact 
that  it  is  not  very  long  ago  that  aeeonnt- 
ants  had  practically  no  interest  in  the  uni- 
versity and  the  university  only  a hazy  con- 
cej)tion  of  the  part  played  hy  the  account- 
ant in  the  business  affairs  of  the  world. 
l)Oth  parties  are  better  accpiainted  now,  and 
it  is  to  be  hoped  that  the  accpiaintance  may 
not  he  permitted  to  lapse.  It  is  distinctly 
beneficial  to  the  accountant  to  feel  that  he 
is  connected  with  a great  institution  of 
learning,  which  will  take  pride  in  his  suc- 
cesses, and  he  glad  to  he  to  him  an  alma 
ir.ater,  if  he  he  to  it  a loyal  son. 

(3n  the  other  hand,  the  university  wall 
benefit  from  the  contact,  for  the  accountant 
supplies  a needed  link  between  the  “cold 
culture’’  of  the  university  and  the  “shirt 
sleeves”  of  practical  affairs.  Our  colleges 
have  long  needed  to  he  drawn  away  from 
their  tendency  to  deal  chiefly  with  the 
theoretical  and  the  ideal,  and  he  brought 
closer  to  the  practical,  everyday  affairs  of 
life.  The  introduction  of  engineering 
courses,  with  their  necessary  workshops, 
did  much  to  give  the  practical  side  of  life 
a standing  with  the  universities,  and  it  may 
he  expected  their  courses  in  commerce  and 
accounts  will  further  this  good  work.  In 
time  the  accountants  may  secure  their 
“Juniors”  from  the  “Rah-Rah  Boys,”  and 
the  universities  their  lecturers  on  commer- 
cial subjects  from  the  ranks  of  the  public 
accountants — and  both  parties  get  the  best. 


'I'he  Congress  of  Accountants,  to  he  held 
at  St.  Louis  during  the  last  week  in  Sep- 
tember, which,  from  all  reports,  bids  fair 
to  he  a large  and  representative  gathering, 
will  serve  to  call  attention  to  the  growth 
of  the  i)rofession  in  the  United  States,  as 
well  as  to  confer  many  direct  benefits  on 
the  participants. 

Such  a gathering  at  the  World’s  Fair  of 
1893  in  Chicago  could  not  have  been 
l)rought  about.  There  were  comparatively 
few  accountants  in  this  country  at  that  time 
and  they  were  largely  occupied  with  local 
business,  d'here  were  few,  if  any,  organi- 
zations of  accountants,  whereas  there  are 
now  many  state  societies,  not  to  speak  of 
the  national  organization  known  as  the 
h'ederation.  Nothing  could  he  more  bene- 
ficial than  these  .societies,  which  afford  an 
o|)])ortunity  for  accpiaintancc  among  the 
members  of  the  profession  not  otherwise 
obtainable. 

Somebody  has  saiil  that  “every  really  ex- 
pert accountant  is  thoroughly  conceited.” 
Tf  this  he  true,  there  can  be  no  better  way 
to  reduce  this  conceit  than  by  bringing  the 
accountants  together  and  permitting  them. 


through  acquaintance,  to  learn  that  the 
“other  fellow”  is  possibly  as  well  up  in  his 
calling  and  as  mnch  entitled  to  the  respect 
of  the  business  community  as  he  who  has 
regarded  himself  the  best  g<fing.  The  fact 
is  that  to  estaiiHs’n  one's  .self  successfully 
in  the  accounting  business  there  is  required 
a very  considerable  amount  of  ability,  and 
it  is  safe  to  assume  that  anyone  securely  es- 
tablished in  the  profession  will,  upon  ac- 
quaintance, prove  to  be  well  toward  the 
top  in  the  matter  of  mental  equipment. 

The  ])rogram  of  the  congress,  as  it  comes 
to  hand,  promises  a valuable  contribution 
to  the  literature  of  the  profession,  as  well 
as  a thoroughly  entertaining  arrangement 
of  the  events  of  the  session.  It  is  a rare 
])iece  of  good  fortune  that  the  great  Pi.xley 
is  to  be  there,  and  he  no  doubt  will  be 
gratified  to  learn  that  his  American  cousins 
are  as  much  determined  to  raise  the  ]>ro- 
fession  to  the  highest  plane  in  this  country 
as  he  has  been  to  keep  it  there,  in  Britain. 


The  time  is  coming  in  this  country  when 
the  courts  will  cease  appointing  as  receiv- 
ers of  estates  in  liquidation,  the  political 
hacks  and  chronic  hangers-on,  who  have 
heretofore  so  frequently  been  chosen  for 
these  responsible  positions.  The  results  of 
some  of  these  appointments  have  been  posi- 
tively disgraceful,  while  in  the  vast  major- 
ity of  cases  the  result  has  been  anything  but 
creditable.  The  responsibility  for  these  un- 
fortunate appointments  rests  primarily  upon 
the  courts,  though  in  many  instances  this 
responsil)ility  is  shared  by  the  attorneys 
who  agree  upon  some  “good  fellow”  for  the 
place,  without  thongdit  as  to  his  qualifica- 
tions. There  are  three  classes  of  men  who 
are  really  qualified  to  fill  the  position  of  a re- 
ceiver. One  class  is  composed  of  business 
men  who  are  too  much  occupied  with  their 
private  affairs  to  give  the  receivership 
pro])er  attention.  Another  class  is  com- 
posed of  competent  men,  who  are  oui 
of  business  or  out  of  employment,  and  ■ ' 
are  exceedingly  scarce,  because  mc/j^  busi- 
ness men  who  are  competent  ar/f^  either  in 
business  on  tbeir  own  accou’Yj  employed 
by  others.  The  third  cl.-^gg  jg  composed  of 
public  accountants.  T'.^cse  men  are  pecu- 


liarly well  fitted  for 
.son  of  their  varied  e> 
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these  irositions  hy  rea- 
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on  the  business  of  the  estate  in  his  charge, 
he  is  competent  to  know  quickly  whether 
that  can  be  done  with  economy  or  other- 
wise. 

In  short,  his  training  fits  him,  as  no  other 
man  is  fitted,  to  perform  the  functions  of  a 
receiver.  Aside  from  his  general  fitness  for 
the  actual  work  of  the  position,  there  is  to 
be  considered  his  availability.  His  business 
is  of  a character  that  leaves  him  at  all  times 
free  to  take  up  whatever  may  come  along. 
His  work  is  a succession  of  short  engage- 
ments, and  he  is  trained  in  the  art  of  quickly 
adapting  himself  to  a new  environment. 

It  is  not  unusual  for  a public  accountant 
to  be  deep  in  the  investigation  of  three  to- 
tallv  different  lines  of  business  within  one 
week,  as,  for  instance,  a brewery,  a milli- 
nery establishment  and  a charitable  organiza- 
tion. One  of  our  courts  has  within  a re- 
cent period  of  time  appointed  two  public 
accountants  to  important  receiverships.  One 
of  these  has  been  closed  and  the  receiver 
discharged.  The  court  files  nowhere  dis- 
close as  prompt  handling  of  a large  estate, 
nor  as  complete  and  lucid  reports  as  in  this 
case.  In  the  other  case  the  appointment  is 
quite  recent,  but  the  good  record  made  in 
the  first  instance  will  be  fully  equaled. 

Just  as  soon  as  lawyers  and  courts 
awaken  to  the  fact  that  receiverships  deserve 
the  attention  of  the  best  talent  obtainable, 
and  that  the  interests  of  all  parties  demand  a 
prompt,  clean  and  business-like  administra- 
tion of  affairs,  the  old  practice  of  appointing 
ward  heelers,  or  prominent  business  men 
who  have  not  lime  to  give  to  it  beyond 
drawing  their  fees,  there  will  be  a turning 
to  the  jmhlic  accountant  as  the  most  avail- 
able and  best-fitted  man  in  the  husiness  com- 
mnnitv  for  sucli  positions,  and  the  result  will 
not  be  disappointing. 


The  Illinois  >ocictv  of  Certified  Bublic 
Accou,;3'iants  is  now  completely  organized 
ts  directors  and  officers  are  giving 
..^lul  consideration  to  plans  calculated  to 
Iwnefit  the  membership. 

The  organization  which  the  society  suc- 
ceeds (the  Illinois  Association  of  Public 
.\ccountants)  for  six  years  labored  hard  in 
behalf  of  the  law  iwoviding  for  the  certi- 
fication of  public  accountants,  and  had  the 
satisfaction,  at  last,  of  seeing  its  efforts 
crowned  with  success,  dhen.  feeling  that 
a new  organization  was  necessary  to  cai  1 ) 
on  the  work,  it  brought  into  being,  as  its 
successor,  the  present  society.  IMeinbcr- 
ship  in  the  society  is  conditioned  strictly 
uiion  the  applicant  being  a C.  P.  A.,  and,  m 
addition,  of  good  character. 

It  is  hoped  that  every  accountant  holding 
a certificate  granted  by  the  University  of 
Illinois  may  become  a member. 


The  Auditor 


In  another  colnnin  will  he  foniul  a con- 
trihntion  on  the  question  of  the  ])i'o])riety 
and  desirability  of  an  aceonntant  adv'crtis- 
in,q-  his  hnsiness.  Straiii^ely  enough,  the 
eontrihntor  is  not  an  aeconntant  of  wholly 
American  training-.  He  was  articled  and 
served  his  time  wdth  a firm  of  English  ac- 
countants in  dear  old  London  before  his 
feet  touched  the  soil  of  Yankee  land,  wdiere 
the  advertiser  blooms  as  in  no  other  clime. 
If  he  brought  with  him  any  prejudice 
against  the  practice  of  advertising  by  ac- 
countants, he  seems  to  have  gotten  w'ell  rid 
of  it.  The  subject  has  two  sides  to  it.  and 
in  our  next  issue  we  hope  to  have  the  other 
side  presented  by  someone  fully  competent. 

In  ])assing  it  may  be  said  that  there 
can  be  little  criticism  on  advertising- 
kept  within  decent  bounds.  The  fact 
must  ahvays  be  borne  in  mind  that 
accountants  are  soliciting  engagements  of 
a confidential  character,  are  asking  to  be 
admitted  to  the  inner  sanctum  of  the 
client’s  business  affairs,  and  cannot  expect 
the  discriminating  and  desirable  client  to 
be  dazzled  by  a flaring  display  of  self-de- 
scribed accomplishments.  On  the  other 
hand,  there  is  no  real  good  reason  why  an 
accountant  should  hide  his  light  under  a 
bushel.  He  should  not  expect  a client  to 
organize  a searching  party  to  find  him. 
The  proper  thing  to  do  would  seem  to  be 
to  advertise  in  a modest,  dignified  manner, 
giving  all  needed  information  as  to  loca- 
tion, telephone  number  and  firm  name.  By 
this  means  one  may  become  knowm  to  the 
public,  and  when  called  upon  to  convince 
the  prospective  client  of  his  worth,  may 
then  very  properly  produce  evidence  which, 
if  volunteered  in  an  advertisement,  w'ould 
have  seemed  exceedingly  immodest,  if  not, 
in'deed,  vulgar. 

The  movement  for  the  certification  of 
accountants  will  result  in  making  it  less 
necessary  to  advertise  in  a ccaumercial 
manner,  as  the  possession  of  the  C.  F.  A. 
degree  will  in  itself  be  strong  testimony  of 
professional  worth.  It  will  take  the  place, 
to  a large  extent,  of  the  references  hereto- 
fore exacted,  _ and,  to  more  cgiickly  bring 
this  about,  each  certified  public  accountant 
should  offer  no  further  reference  as  to  his 
professional  fitness  than  his  possession  of 
the  C.  P.  A.  degree.  Who  thinks  of  ask- 
ing a lawyer  or  physician  to  submit  refer- 
ences as  to  his  professional  fitness?  If  he 
were  not  fit  he  could  not  be  a lawyer  or 
physician,  and  the  public  knows  it.  Now 
let  the  certified  public  accountant  educate 
the  public  into  an  understanding  that  the 
C.  P.  A.  couldn’t  be  a C.  P.  A.  if  he  were 
not  fitted  for  the  w-ork  by  training  and  ex- 
perience, nor  if  he  were  not  of  good  per- 
sonal character,  and  much  of  the  present 
need  of  advertising  will  pass  away. 
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IIIH  MAN  Wi  l l!  ONH  SYSTHM. 

In  the  days  (jf  the  old  (Ireek  mythology 
fhere  nourished  a man  named  I’rocruslcs, 
who  entertained  travelers  in  his  own  pe- 
culiar wav.  If  his  guest  was  too  short  to 
fit  the  bed  provided  for  him  he  was  very 
strenuously  stretched  until  sufficiently 
lengthened,  while  if  his  inches  were  over- 
abundant he  was  relieved  of  a few  of  them 
by  the  summary  process  of  chopping  them  off 
his  legs.  In  this  way  Procrustes  had  the  sat- 
isfaction of  always  having  a l)cd  to  fit  his 
guests,  hut  no  mention  is  made  of  the  degree 
of  satisfaction  enjoyed  hy  his  victims. 

In  the  course  of  time  Procrustes  seems 
to  have  been  consigned  to  that  limbo  which 
the  prayer  book  gently  calls  “the  place  of 
departed  spirits.”  But  his  soul,  like  that 
of  John  Brown,  is  still  marching  on,  and  in 
these  latter  days  it  has  been  reincarnated  in 
the  man  with  a pet  system.  True  to  his  proto- 


type, this  man,  usually  incorporated,  who 
generallv  styles  himself  an  expert  account- 
ant, has  but  one  measure  for  all  who  are 
unfortunate  enough  to  fall  into  his 
clutches.  His  system  is  the  best  for  certain 
lines  of  business  and  therefore  he  argues 
it  must  be  best  for  all.  If  the  business 
does  not  fit  very  comfortably  into  all  the 
angles  of  the  system  it  must  be  pruned  here 
and  stretched  there  until  to  a certain  extent 
it  conforms  to  the  hard  and  fast  lines  laid 
out  for  it.  That  there  will  be  friction  in 
all  the  future  workings  of  the  office  ma- 
chinery is  not  the  fault  of  the  system,  but 
of  the  business  for  not  being  a better  fit. 
The  “expert”  seldom  cares  anyway,  for  he 
has  collected  his  fee  and  is  oft'  in  search  of 
further  victims. 

The  reputable  certified  public  accountant 
would  naturally  feel  sorry  to  see  anyone 
so  victimized  and  would  content  himself 
with  expressing  that  sorrow.  But  unfortu- 
nately the  matter  is  much  more  far-reach- 
ing, for  the  victim  and  his  friends  do  not 
discriminate  between  the  so-called  expert 
and  the  scientific  accountant,  nor  realize 
that  the  latter  wonld  proceed  in  an  entirely 
different  ay,  to  carefully  study  the  needs 
of  the  busii.  ss  in  question  and  then  to  de- 
vise out  of  1 's  manifold  experience  and 
with  the  aid  ot  his  trained  mind  the  best 
system  for  that  particular  business. 

One  of  the  objects  o'  this  journal  will  be 
to  draw  the  line  between  the  real  and  the 
pretended  accountant  and  to  educate  the 
general  public  in  a proper  discrimination 
between  them.  IncideJitally  it  may  be  that 
the  successors  of  Procirustes  may  be  shown 
that  it  is  more  scientilfic  to  fit  the  bed  to 
the  guest,  and  as  for  the  latter  that  it  is  in- 
finitely more  comfortable  and  profitable  for 
him  to  employ  someone  who  knows  how  to 
do  it,  rather  than  aljaw  himself  to  be 
stretched  or  curtailed  1o  fit  the  bed. 


SHOIJI.U  rilh  Id^tJl  HSSIONAL  AtTAJlJN'l- 
ANT  A!JVI:IM  ISlft 

liV  JIKNRV  jMir.l„\KI),  ('.  I'.  A. 

What  most  direct  means  are  available  to 
one  who  has  sf)inelhing  to  .sell  to  the  public, 
whereby  he  may  let  it  be  known  that  he  has 
anything  valuable  for  sale?  In  the  case  of 
a merchant,  docs  he  depend  tipon  his  com- 
parativel}-  few  friends  to  eulogize  him  and 
his  goods  to  their  accjuaintances  ? lie 
would  starve  were  he  to  rely  on  so  slcnder 
a chance.  Altiiough  he  may  have  served 
his  friends  well,  he  has  received  from  them 
a fair  eqnivalcnt  and  therefore  has  no  right 
to  expect  that  they  will  trouble  themselves 
to  advertise  him.  Most  men  are  too 
absorbed  in  their  own  affairs  to  go  out  of 
their  way  to  arlvance  the  interests  of  others. 
Possibly  it  was  not  so  in  former  times, 
possibly  it  may  not  be  so  now  in  older  coun- 
tries, where  courtesy  and  genuine  friendli- 
ness characterize  business  relations,  where 
people  have  no  feverish  desire  to  get  rich 
quickly,  where  perhaps  a mature  wisdom 
realizes  that  it  is  not  w'ell  to  sacrifice  noble 
thoughts  and  impulses  in  order  to  gratify-  a 
greedy  avarice.  It  is  said  that  we  in  the 
United  States  are  worshipers  of  the 
almighty  dollar  and  that  all  that  is  good  in 
us,  all  human  sympathy,  is  obliterated  in 
our  strivings  to  obtain  it. 

The  merchant,  knownng  this  condition, 
does  not  depend  on  his  friends  to  say  kind 
w'ords  for  him.  He  finds  that  he  must  blow' 
his  own  horn  through  the  medium  of  adver- 
tisem.ents.  The  professional  accountant 
must  do  the  same  if  he  wishes  to  make  a 
success  of  his  practice.  Many  accountants 
say  that  it  is  unprofessional  to  advertise.  I 
venture  the  opinion  that  a canvass  of  these 
men  will  disclose  that  they  are  British-born. 
It  is  true  that  advertising  is  unprofessional 
in  England,  but  that  is  another  country,  one 
of  those  older  cor.ntries  to  w'hich  I have 
alluded,  where  the  relations  between  the 
accountant  and  his  client  are  more  firmly 
established  than  they  are  here.  There  the 
client  has  confidence  in  his  accountant  and 
does  not  regard  him  as  a robber,  whose 
object  is  to  render  as  little  service  for  as 
high  a fee  as  possible.  Wdien  he  has  once 
employed  an  accountant,  the  latter  may  gen- 
erally regard  him  as  a permanent  addition 
to  his  clientele  and  can  depend  upon  him  to 
recommend  him  to  his  friends.  In  this 
country  the  client  cannot  be  reg'arded  as 
one  who  has  come  to  sta}-.  He  cares 
little  that  when  an  audit  or  other  contract 
is  undertaken  for  a specified  sum,  the 
accountant  frequently  suffers  considerable 
loss  in  the  conscientious  performance  of 
work  which  mav  necessitate  nmch  more  time 
than  could  have  been  foreseen  in  the  usual 
cursorv  survev  upon  wdiich  the  fee  is  based. 
When  he  needs  an  accountant  again  he  may 
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instinctively  call  for  the  one  he  has  already 
employed,  bnt  if  he  does,  it  will  usually  be 
in  competition  with  bifls  asked  for  from 
others.  The  thoroughlji  ])rofcssional  char- 
acter of  the  work  previously  done  for  him 
does  not  weigh  so  much  as  the  hope  of  get- 
ting it  done  for  a dollar  or  two  less.  Com- 
petition is  a good  thing  in  trade  where  the 
buyer  is  thoroughly  conversant  with  the 
goods  he  is  purchasing.  When  it  comes  to  a 
<|uestion  of  professional  services  the  or- 
dinary man  is  not  able  to  discriminate  be- 
tween the  relative  merits  of  applicants.  He 
may  claim  to  he  a “bit  of  an  expert’’  him- 
self, when  in  reality  he  is  not  even  a good 
bookkeeper,  and  until  you  have  a chance 
to  prove  your  superior  worth  he  will  judge 
your  fee  by  comparison  with  what  he  pays 
his  bookkeeper.  Brains,  ingenuity  and  in- 
tegrity count  for  but  little  with  him.  He 
says  the  accountant  who  can  do  his  work 
for  the  least  money  will  get  his  orders,  as 
if  he  were  buying  goods. 

Under  these  circumstances  the  principal 
dependence  must  be  on  obtaining  new  clients 
by  judicious  advertising.  Some  of  the  me- 
diums open  to  accountants  are,  the  dail\- 
newspaper,  the  periodical  financial  or  trade 
organ,  circular  letters,  circular  post-cards 
and  special  letters.  The  daily  newspaper  is 
little  used  except  by  bookkeepers,  tem- 
porarily employed,  who  imagine  that  their 
limited  experience  is  sufficient  to  enable 
them  to  understand  the  complexities  of 
accounting  that  need  the  best  thought  of 
the  trained  and  experienced  accountant.  The 
professional  accountant  does  not  care  to  use 
the  want  ad  or  even  the  accountants’  column 
where  these  advertisements  are  usually 
found,  because  he  does  not  wish  to  be  classi- 
fied with  the  man  out  of  work  nor  with  the 
self-styled  expert  whose  service  is  generally 
cheap  and  incompetent.  Were  the  newspa- 
pers to  open  a,  column  classified  as  Certified 
Public  Accountants  it  is  probable  that  many 
of  that  class  would  use  it  and  thereby  a dis- 
tinct gain  wonld  result  through  a wider 
recognition  of  accountancy  as  one  of  the 
learned  professions.  The  ordinary  adver- 
tisement, crowded  in  between  those  setting 
forth  the  merits  of  pills,  soap  and  business 
chances,  besides  being  hard  to  find,  is  not 
only  expensive  but  worthless. 

The  circular  letter  is  a good  medium, 
though  more  expensive  than  those  already 
mentioned.  If  sent  with  a penny  stamp  it 
impresses  the  recipient  at  once  with  the  idea 
that  it  is  a general  circular,  and  it  is  fre- 
quently not  opened  at  all.  In  many  offices 
such  matter  is  consigned  to  the  waste  basket 
without  reaching  any  important  person.  If 
sent  with  letter  postage,  masquerading  as  a 
specially  written  letter,  it  may  get  through 
the  picket  lines  and  he  opened,  but  unless  the 


appearance  of  it  is  such  as  to  continue  the 
deception,  or  unless  attention  is  compelled 
by  the  opening  lines,  the  chances  are  that  the 
reader  will  cast  it  aside  without  finishing  it. 

The  circular  post-card,  besides  being  less 
expensive  than  the  sealed  letter,  has  the 
further  advantage  of  being  more  likely  to 
be  read,  if  not  too  apparently  a circular,  as  it 
is  usually  shorter. 

The  special  letter  is  undoubtedly  the  best 
medium,  although  the  most  expensive 
Great  ingenuity  should  be  used  in  its  word- 
ing in  order  to  make  the  desired  impression. 
I'he  percentage  of  replies  may  be  very 
sir.all,  but  all  who  have  taken  the  trouble 
to  answer  should  be  regularly  followed  up 
in  order  to  deepen  the  impression  already 
made.  Follow  up  also  those  who  have  not 
replied  in  hopes  of  eventually  awakening 
their  interest. 

Some  accountants  canvass  business 
houses,  without  any  preliminary  introduc- 
tion, but  this  is  extremely  undignified  and 
tends  to  belittle  the  worth  of  those  who  do 
it.  It  is,  however,  a good  plan  to  call  after 
having  written  a few  letters,  as  you  have 
then  been,  in  a sense,  introduced,  and  the 
business  man  will  greet  you  as  if  he  knew 
you. 

.So  much  for  advertising  by  the  individual 
accountant.  There  has  been  some  talk  about 
collective  advertising,  by  which  is  meant 
such  puldicity  as  could  be  given  to  the  pro- 
fession by  the  representative  bodies  of 
accountants  throughout  the  country,  but  lit- 
tle or  nothing  has  been  done  so  far. 
Accountants  have  been  associated  together 
in  their  various  societies  for  nearly  ten 
years,  and  yet  the  average  business  man 
scarcely  knows  of  the  existence  of  the  pro- 
fessional accountant  as  distinct  from  the 
bookkeeper  or  self-styled  expert.  In  my 
opinion  this  is  due  to  the  fact  that  until  re- 
cently there  have  been  more  Britons  than 
native  Americans  practicing  accountancy  in 
this  country,  and  that  they  have  been  un- 
able to  see  that  the  conditions  attendant  on 
building  up  a practice  here  are  dift'ereui 
from  those  that  prevail  on  the  other  side  of 
the  y\.tlantic.  That  the  profession  is  no/ 
beginning  to  awaken  to  the  need  of, adver- 
tising is  due  to  the  influ.x  of  contiaVually  in- 
creasing numbers  of,  .\.mericans.:  To  them 

the  Britons  have  taught  their  profession,  and 
it  remains  for  the  native^  to  exploit  that 
profession.  ' 

In  the  limited  sp:lce , 'available  for  this 
paper  much  that  migbt^be  said  in  regard  to 
must  he  omitted  or 
lire.  There  are  many 
mts  who  have  given 
to  the  subject,  and  it 
we  niav  shortlv  hear 


collective  advertising: 
postponed  to  the  fut 
profe.ssional  account! 
considerable  thought 
is  to  be  hoped  that 
their  views. 
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TIIH  NHCHSSIIY  l-'OK  ACCU1MT1-;  COST 
KHKPINCJ. 

At  tlie  present  time  there  is  no  detail  of 
lii.s  business  so  important  to  the  Mannfac- 
tnrer  as  the  eost  of  tiie  various  article  maim- 
laelnred.  Dnrino-  the  past  few  years  money 
has  been  made  with  such  comiiarative  case 
and  rapidity  that  the  Mannfactnrer  has  not 
had  any  occasion  to  ascertain  how  much 
the  profit  was  on  each  particnlar  article.  It 
sntficed  that  at  the  close  of  each  fiscal 
period  the  profit  and  loss  account  showed 
a good  balance  on  the  right  side.  In  these 
days  of  keener  competition  and  increased 
cost  of  materials  and  labor,  followed  by  -t 
corresponding  decrease  in  the  profits,  the 
Manufacturer  is  compelled  to  closely  ex- 
amine the  costs  to  see  what,  if  any,  econo- 
mies can  be  introduced. 

At  present  the  method  in  almost  general 
use  of  arriving  at  the  cost  of  any  article,  is 
to  set  down  in  detail  the  value  of  the  ma- 
terial used  and  the  labor  and  then  to  add 
(either  to  the  whole,  or  to  the  labor  only) 
a certain  percentage  to  cover  the  non-pro- 
ductive labor  and  factory  expense.  In 
many  cases  these  figures  are  compiled  with 
all  possible  care  and  the  minutest  detail ; 
still,  there  is  no  proof  whatever  of  their  ac- 
curacy, because  there  is  no  agreement  be- 
tween the  factorv  figures  and  the  general 
hooks.  Taking  a foundry  as  an  example, 
the  above  mentioned  method  might  make 
the  cost  of  one  metal  lower  than  the  cost  of 
another,  with  the  result  that  the  former  one 
would  naturally  be  used  whenever  possible 
in  preference  to  the  other ; the  installation 
of  a correct  method  of  arriving  at  the  cost 
might  prove  beyond  doubt  that  the  forme>- 
metal  cost  more  than  the  latter,  so  that  the 
^Manufacturer  was  losing  money  by  every 
substitution  of  one  for  the  other.  Again, 
the  arbitrary  method  might  show  the  cost 
of  one  finished  article  too  high  and  of  an- 
other too  low,  so  that,  when  a period  of  de- 
pression comes  around,  the  Alanufacturer  is 
only  able  to  obtain  orders  for  the  article  on 
which  the  cost  is  too  low  and  has  little  or  no 
demand  for  the  article  on  which  his  cost  is 
too  high,  with  disastrous  results  at  the  close 
of  the  fiscal  year. 

A large  proportion  of  manufacturers  are 
undoubtedly  aware  of  the  shortcomings  of 
their  present  cost  systems  and  welcome  the 
Public  Accountant,  who  can  add  the  missing 
links  in  their  methods  and  weld  them  into 
a perfect  whole.  It  should,  however,  be 
plainly  stated  that  a complete  cost  system 
which  will  give  the  actual  cost  of  each  ar- 
ticle manufactured,  a running  Inventory 
and  a correct  Profit  and  Loss  account  and 
Balance  Sheet  at  the  end  of  each  month 
cannot  be  operated  without  a certain  amount 
of  additional  expense,  varying-  with  the  de- 
tails of  the  business.  There  can  be  no  doubt 


but  ibat  tliis  is  more  llian  compensated  for 
by  tbc  information  obtained  by  the  Manu- 
facturer, wbo,  by  an  absolutely  accurate 
knowledge  of  the  cost  of  each  article  he 
manufactures,  is  ably  to  successfully  com- 
pete with  his  rivals. 


CHHTIFIkD  PUBLIC  ACCOUNTANTS. 

It  may  not  be  out  of  place  to  briefly  call 
attention  to  the  protection  afforded  by  tbe 
employment  of  Certified  Public  Account- 
ants, for  it  cannot  be  too  widely  known  that 
the  Act  passed  by  tbe  Legislature  of  this 
state  is  designed  to  ])rotect  the  public,  as 
well  as  the  Accountant. 

In  the  case  of  those  who  may  be  described 
as  original  members,  the  qualification  was 
that  of  having  practiced  for  five  continuous 
years  as  a Public  Accountant,  prior  to  the 
passing  of  the  Act,  while  others,  who  de- 
sire to  obtain  the  decree,  must  undergo  an 
examination  in  three  branches  of  Account- 
ancy and  one  in  Commercial  Law  and  ob- 
tain 75  per  cent  of  the  total  number  of  marks 
to  pass.  In  addition,  strict  inquiry  is  made 
in  each  individual  case  into  the  character 
of  the  applicant ; the  supervision  of  all  this 
and  the  ultimate  granting,  or  refusal,  of  the 
degree  has  very  wisely  been  placed  by  the 
Legislature  in  the  hands  of  the  Lhiiversity 
of  Illinois. 

Just  as  no  one  would  consult  an  unquali- 
fied doctor  or  lawyer,  so  should  no  one  con- 
sult an  unqualified  Pi'blic  Accountant,  who 
stands  in  the  same  close  and  intimate  rela- 
tionship with  his  client  with  reference  to 
his  business  transactions  as  his  doctor  and 
lawyer  do  in  their  respective  spheres.  This 
close  relationship,  however,  has  hardly  yet 
been  appreciated  and  brought  into  existence, 
for  the  idea  is  far  too  prevalent  that  the 
work  of  a Public  Accountant  is  merely  cler- 
ical checking  and  that  statements  and  a re- 
port that  the  figures  contained  in  them  are 
correct,  according  to  the  books,  are  quite 
sufficient.  If  that  were  so,  there  would  be 
no  need  on  the  part  of  the  Public  Account- 
ant for  any  preliminary  study  of  the  sub- 
ject, no  need  of  any  previous  experience, 
no  need  to  pass  any  examinations ; all  that 
he  would  require  would  be  just  a course  in 
a business  college,  an  office  and  a big  brass 
plate  with  the  words  “Public  Accountant” 
in  large  letters.  But  lo  those  who  desire  to 
employ  someone  on  whom  they  can  rely  to 
make  an  intelligent  examination  of  their 
books,  going  below  t/]ie  surface  and  ascer- 
taining the  general  corjrectness  of  the  results 
shown,  and  fiom  wliom  they  will  receive 
sound  advice  on  any  'matters  requiring  no- 
tice, or  who  desire  to  i consult  with  someone 
of  experience  on  the  r|esult  of  their  business, 
or  on  other  importanjt  matters,  it  must  be 
apparent  that  the  title  of  C.  P.  A.  is  a guar- 
antee of  integrity  and  technical  knowledge. 
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MANUFACTURING  STATIONERS  AND 
OFFICE  SYS  I EMS. 

Within  tlic  last  few  years  there  lias  de- 
veloped a iieculiar  jihase  of  aceounling 
that  has  worked  serious  detriment  not  only 
to  the  profession,  hut  to  those  who  have 
been  deluded  into  adoptinj;'  it.  lncor])0- 
rated  comiianies  whose  principal  business  is 
the  manufacture  of  blank  books  and  special 
rulings  have  found  that  the  most  effective 
way  to  provide  themselves  with  a large 
market  was  to  organize  an  accounting  de- 
partment. They  employ  men  to  visit  mer- 
chants and  manufacturers  to  whom  they 
re])resent  the  advantages  of  proper  system 
in  the  office  or  factory  and  state  that  they 
are  specially  fitted  to  introduce  such  sys- 
tems, as  they  have  accountants  on  their 
staff  who  make  a specialty  of  such  work. 

In  theory  the  scheme  is  a most  excellent 
one,  hut  in  this  as  in  everything  else  a 
half  truth  is  worse  than  a falsehood.  They 
are  entirely  correct  in  emphasizing  the  ab- 
solute necessity  of  a proper  system,  but  in 
our  opinion  they  are  mistaken  as  to  their 
own  peculiar  fitness  to  institute  it. 

The  essence  of  effective  work  by  a pro- 
fessional man  must  always  be  in  its  being 
absolutely  disinterested.  As  soon  as  he  al- 
lows any  influence  to  weigh  with  him  ex- 
cept the  greatest  good  for  his  client  his  use- 
fulness is  at  an  end.  There  can  be  no  ques- 
tion of  divided  allegiance. 

If  tins  be  granted  it  cannot  be  denied 
that  the  accountant  who  represents,  di- 
rectly or  indirectly,  the  seller  of  the  sup- 
plies to  be  used  in  the  system  recommended 
must  be  subject  to  grave  suspicion.  Al- 
lowing, for  the  sake  of  argument,  that  he  is 
capable  of  devising  the  best  system,  it  still 
is  true  that  his  whole  interest  lies  in  the  in- 
troduction of  as  many  books  and  blanks 
as  he  thinks  the  business  will  stand.  The 
principal  business  of  his  company  is  the 
manufacture  and  sale  of  special  forms  and 
they  ex])cct  him  to  furnish  a market  for 
them.  If  he  docs  not  they  will  find  some- 
one who  will.  The  result  is  that  the  vic- 
tim is  loaded  down  with  a mass  of  station- 
ery that  is  often  not  worth  the  storage 
room  it  takes  up  on  the  shelves,  even  if  it 
is  not  a positive  detriment  as  representing 
unnecessary  repetition  and  detail  in  the  ac- 
counts. 

The  independent  accountant  is  subject  to 
no  such  tem])tation.  His  first  and  only  ob- 
ject is  to  give  his  client  the  best  system  for 
bis  particular  needs.  In  carrying  out  this 
l)urpose  he  carefully  studies  the  conditions 
and  the  methods  already  in  use.  As  far  as 
possible  he  utilizes  the  books  and  blanks 
to  whicb  the  office  is  accustomed,  so  as  to 
make  changes  that  will  involve  as  little  con- 
fusion as  is  compatible  with  correct  work. 
W here  he  is  the  regular  auditor  of  the  com- 


pany he  will  frequently  make  the  improve- 
ments gradually,  so  as  to  have  each  stej) 
thoroughly  understood  before  another  is 
taken,  realizing  that  in  many  cases  it  is  ex- 
tremely difficult  to  obtain  proper  results 
from  an  office  staff  when  every  feature  of 
the  work  is  changed  and  entirely  new  ideas 
are  brought  into  ])lay.  It  usually  requires 
time  and  careful  attention  to  ensure  the 
proper  workings  of  all  the  details  of  even 
the  simplest  plan. 

We  submit  to  tbe  serious  consideration 
of  the  business  man  the  que.stion  whether 
his  interests  are  safer  in  the  hands  of  the 
company  whose  principal  object  is  to  sell 
bim  all  the  stationery  he  can  be  made  to 
take  or  in  those  of  the  certified  public  ac- 
countant, whose  sole  object  is  to  give  him 
the  simplest  and  least  expensive  methods 
consistent  with  safety  and  a clear  statement 
of  all  the  conditions  of  the  business. 


THE  AUDITOR  AND  THE  SMALL  BUSINESS. 

The  public  accountant  often  receives  as 
answer  to  his  jmoffer  of  services,  “That  is 
all  right  for  a large  concern,  but  my  busi- 
ness is  so  small  that  I can  keep  track  of 
everything  myself.’’  This  appears  to  be  a 
valid  reason  for  declining  the  aid  of  the 
accountant,  but  it  seldom  is  really  such. 

It  is  a mistake  to  think  that  an  audit  is 
intended  entirely  to  detect  or  prevent  fraud. 
WTiile  the  auditor  does  this  in  the  ordinary 
course,  his  principal  value  lies  in  his  knowl- 
edge of  all  classes  of  business  accounts,  by 
which  he  is  fitted  to  give  advice  and  to  make 
such  statements  as  will  most  truly  set  forth 
the  conditions  of  the  business.  In  doing 
this  he  invariably  finds  that  he  is  educating 
not  only  the  bookkeeper,  but  the  proprietor 
as  well,  in  the  true  principles  of  accounts 
and  the  proper  reading  of  the  message  that 
they  should  convey. 

As  the  business  of  the  small  concern 
grows  all  the  departments  are  enlarged  to 
meet  the  greater  needs,  except  in  the  office, 
where  the  old  methods,  that  may  have 
sufficed  in  a way,  are  usually  continued, 
although  they  are  totally  inadequate  to  the 
changed  conditions.  The  competent  ac- 
countant would  have  been  able  to  modify 
the  system  of  accounts  so  as  ffi  gradually 
take  care  of  the  increased  demands  in  a far 
more  economical  wa)  and  with  infinitely 
better  results  than  are  usually  found  where 
the  office  attempts  to  meet  the  emergency 
itself. 

Finally,  a serious  ip.estion  for  each  busi- 
ness man  to  j)onder  is  whether  it  is  worth 
his  while  to  devote  ' aluable  time  to  the 
per.sonal  supervision  qf  his  office  when  he 
can  have  it  done  for  him  by  a ])ublic  ac- 
countant at  a very  small  relative  cost,  leav- 
ing him  free  to  devotT  his  energies  to  the 
development  of  his  business. 


THE  INTERNATIONAL 
AUDIT  COMPANY 


Merchants  Loan  and  Trust  Building 
CHICAGO  ■ ' ■— -= 


OFFICERS: 

JOHN  McLaren  president 

Formerly  Vice- President  The  Union  National  Bank,  ChicajfO 

ROHKRT  NELSON  ..  Vice-President  and  Manager 
Certified  Puhllo  Accountant  and  Fellow  of  tbe  Amer- 
ican and  Illinois  Ass  M-iatlODs  of  Public  accountants 

JOHN  LOOMIS  McLaren  Secretary  and  Treasurer 


THE 

AUDIT  COMPANY 
OF  CHICAGO 

All  branches  of  accounting. 

Special  attention  given  to 
difficult  problems  of  office 
economy  and  cost  systems. 

W.  H.  ROBERTS,  Manager 

505  MARQUETTE  BUILDING 

PHONES;  1350  CENTRAL  8350  AUTOMATIC 


The 


Auditor 


7 


THH  ADVANTAGHS  Ol'  THH  PERIODIC 
AUDIT, 

It  would  hardly  sot'iii  necessary  that  the 
advaiita.^es  of  the  I’eriodie  Audit  should 
have  to  he  presented  to  the  husiness  man,  and 
yet  the  fact  remains  that  it  is  very  reMpusite, 
for  there  can  be  no  (picstion  that  the  ex- 
perience of  most  J’nhlic  Accountants  is  that 
a number  of  firms  consider  a single  audit  of 
their  l)ooks,  or  a hiennial,  or  a triennial  one, 
quite  sufficient  for  their  protection. 

The  reasons  for  this  conclusion  are 
varied,  the  chief  one  appearing  to  be  that  the 
main,  if  not  the  sole,  object  some  firms 
have  in  view  when  they  decide  to  have  an 
audit  made  is  to  ascertain  whether  there  is 
any  stealing  or  other  dishonesty  existing 
among  their  employes.  Such  firms  con- 
sider the  Public  Accountant  very  much  in 
the  light  of  a detective  and  are  apparently 
cpiite  content  if  he  is  able  to  state  in  his  re- 
port that  his  audit  did  not  reveal  any  traces 
of  their  being  robbed.  Other  firms  think 
that  it  is  an  expense  which  need  not  be  in- 
curred annually  and  (while  admitting  the 
advantages  of  an  audit)  seem  indifferent 
about  the  matter,  but  say,  however,  that 
they  will  very  probably  take  it  up  again 
next  year.  There  are  also  other  firms  who 
are  willing,  indeed,  anxious,  to  have  an 
audit  and  who,  with  a certain  air  of  frank- 
ness, say  they  know  their  present  methods 
of  bookkeeping  are  not  up  to  date  and  that 
they  are  very  desirous  of  having  them  im- 
])roved,  and  ask  especially  that  the  report 
shall  contain  suggestions  to  this  end.  When 
the  report  is  received  they  hand  it  over  to 
their  Bookkeeper  with  instructions  to  make 
all  the  changes  recon]mcnded,  and  then  for- 
ever dismiss  the  matter  from  their  minds, 
satisfied  that  they  have  had  an  “expert”  ex- 
amination of  their  books  and  that  from  now 
on  their  Bookkeeper  will  be  enabled  to  keep 
them  on  the  most  approved  and  latest  meth- 
ods. 

It  is  only  possible  in  a brief  article  to 
state  some  of  the  reasons  which  render  a 
regular  Periodic  Audit  desirable,  and  cer- 
tainly comes,  firstly,  the  influence  which 
a periodic  audit  has  on  the  office  staff  and 
their  work.  How  often  at  the  first  audit, 
when  an  examination  about  a certain  entry 
is  asked  for  and  the  Bookkeeper  himself 
has  forgotten  the  circumstances  and,  conse- 
(piently,  has  to  spend  some  time  looking  it 
uj),  does  the  Bookkeeper  say  that  he  did 
not  anticipate  ever  having  his  books  audited 
when  he  made  the  entry,  or  he  would  have 
inserted  the  explanation,  and  adds  with  ear- 
nestness that  there  shall  be  no  cause  for  sim- 
ilar complaints  at  the  next  audit.  In  such 
cases  the  Bookkeeper  is  almost  always  sin- 
cere in  what  he  says  and  in  the  future  will 
take  pride  in  having  his  own  work  and  that 
of  any  under  his  control  in  proper  shape  for 


the  next  atidif,  hut  if  no  second  audit  is 
made,  if  is  not  sur])rising  if  the  Book- 
keeper  becomes  indifferenf,  fbiuks  his  em- 
ployer docs  not  care  how  his  work  is  done 
and  gradually  relaxes  his  efforts  to  have  it 
in  good  shape.  Secondly,  there  is  the  mat- 
ter of  the  report  and  statements  submitted 
at  the  conclusion  of  each  audit.  Through 
careful  analysis  of  the  transactions  of  the 
business,  statements  can  be  prepared  setting 
forth  the  figures  of  the  period  under  review, 
in  comparison  with  the  figures  of  the  corres- 
ponding preceding  period,  and  attention  can 
be  called  in  the  report  to  any  special  items, 
or  to  any  special  circumstances,  in  connec- 
tion with  any  large  increase  or  decrease. 
Thirdly,  Periodic  Audits  afford  much 
greater  protection  than  intermittent  ones, 
because  the  Accountant  is  able  to  take  up  his 
work  at  each  audit  at  the  exact  point  he 
left  off  at  on  the  previous  one,  which,  in  the 
case  of  the  Cash  and  Bank  balances,  is  most 
desirable. 

The  foregoing  are  three  of  the  principal 
advantages  of  Periodic  Audits,  but  by  no 
means  exhaust  the  list.  It  is  probably  only 
a question  of  time  before  the  majority  of 
business  houses  (large  and  small)  will  de- 
sire an  independent  report  on,  and  state- 
ments of,  their  transactions  year  by  year, 
with  the  accompanying  satisfaction  of 
knowing  that  their  Books  are  under  the  con- 
tinuous supervision  of  a Certified  Public 
Accountant,  and  this  -lisideratum  can  only 
be  attained  by  Periodic  Audits. 


Your  Account  Books  Must  Ansyoer  Questions 


UST  give  you  the  facts  and  figures  in  every  small  item  of  every  day’s  lmsine.s.s. 
If  they  are  systematic  and  well  ordered  they  will  give  a recoi'd  ol  to-day’s  busi- 
ness to-moiTow,  or  a year  from  now,  or  ten  years.  But,  if  they  are  based  upon 
wrong  principles,  to-day’s  business  will  have  fallen  into  chaos  witliin  six  months,  and  you 
will  ask  (piestions  of  them  to  no  purpose.  Our  Gold  Medal  Account  Books  are  the  sum 
total  of  all  our  knowledge  in  Account  Book  making.  They  are  logical — systematic — com- 
plete to  the  smallest  detail.  Because  sj)ecially  manufactured  books  they  are  the  very  fiest 
to  he  had— best  in  strength,  best  in  quality  of  material  and  work,  best  in  durability,  best 
in  system.  They  will  answer  questions. 
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Articles  appearing  in  The  Auditor  are  not  to 
be  read  as  having  received  the  endorsement  of  the 
society,  but  are  to  be  taken  as  individual  express- 
ions of  opinion,  and  as  such  may  be  answered  in 
future  issues.  The  Editor  invites  contributions 
from  all  Accountants. 


The  International  Congress  of  Account- 
ants, the  first  ever  held  in  the  United 
States,  met  on  Monday,  Tuesday  and  Wed- 
nesday, September  26th,  27th  and  28th,  at  the 
World’s  Fair,  St.  Louis,  at  which  Practicing 
Accountants  from  every  part  of  the  United 
States  and  Canada  were  present.  Among 
others,  the  following  delegates  from  British 
and  Canadian  societies  were  in  attendance ; 

F.  W.  Pixley,  F.  C.  A.  (Ex-president  of 
the  Institute  of  Chartered  Accountants  in 
England  and  Wales),  London,  Eng. 

J.  Martin,  F.  S.  A.  A.  (secretary  of  the 
Society  of  Accountants  and  Auditors), 
London. 

E.  A.  Van  Dien  (of  the  Holland  Society 
of  Accountants),  Amsterdam. 

John  Hyde,  P'.  C.  A.  (Can.)  (president 
of  the  Dominion  Association  of  Chartered 
Accountants),  Montreal. 

John  W.  Ross,  F.  C.  A.  (Can.)  (presi- 
dent of  the  Association  of  Accountants  in 
Montreal),  Montreal. 

The  Congress  was  held  under  the 
auspices  of  the  Federation  of  Societies  of 
Accountants  in  the  United  States  and  the 
objects  were  to  secure  the  better  recognition 
of  Public  Accountants  and  to  promote  uni- 
formity of  practice. 

The  proceedings  opened  with  a reception 
by  the  Hon.  David  R.  Francis,  president  of 
the  St.  Louis  Exposition,  who  welcomed  the 
members  of  the  Congress  and  gave  an  in- 
teresting address  on  the  subject  of  the  Ex- 
position, its  educational  and  artistic  fea- 
tures. 

The  president  of  the  Congress,  Mr.  J.  E. 
Sterrett,  C.  P.  A.,  of  Philadelphia,  gave  an 
instructive  address,  after  which  the  follow- 
ing papers  on  Municipal  Accounting  were 
read  and  discussed ; 

“Brief  History  of  the  Movement  Toward 
Uniform  Municipal  Reports  and  Accounts 
in  the  United  States,”  by  Harvey  S.  Chase 
of  Boston. 

“The  Municipal  Balance  Sheet,”  by 
Henry  W.  Wilmot,  A.  C.  A.,  C.  P.  A.,  of 
New  York. 

“Revenue  and  Expenses  as  Distinguished 
from  Receipts  and  Disbursements  in  Munic- 
ipal Accounting,”  by  F.  A.  Cleveland, 
Ph.  D.,  of  New  York. 
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“Appropriations,”  by  Ernest  Reckitt, 
C.  P.  A.,  of  Chicago. 

A number  of  other  interesting  and  impor- 
tant papers  were  also  read  at  the  Congress. 
Mr.  George  Wilkinson,  C.  P.  A.,  of  New 
York  read  a paper  on  the  “C.  P.  A.  Move- 
ment and  the  Future  of  the  Profession  of 
the  Public  Accountant  in  the  United  States 
of  America.”  Mr.  Francis  W.  Pixley, 
F.  C.  A.,  of  London  read  a paper  on  “The 
Duties  of  the  Professional  Accountant  in 
Connection  with  Invested  Capital  Both  Prior 
to  and  Subsequent  to  the  Investment.” 
Mr.  A.  L.  Dickinson,  F.  C.  A.,  C.  P.  A.,  of 
New  York  contributed  a paper  on  the  sub- 
ject of  “The  Profits  of  a Corporation,’’ 
while  Mr.  Robert  H.  Montgomery,  C.  P.  A., 
of  Philadelphia  discussed  “The  Importance 
of  Uniform  Practice  in  Determining  the 
Profits  of  Public  Service  Corporations 
Where  Municipalities  Have  the  Power  to 
Regulate  Rates.” 

At  the  Wednesday  session,  Mr.  Walter  A. 
Staub,  C.  P.  A.,  of  Philadelphia,  read  his 
essay  on  “The  Mode  of  Conducting  an 
Audit,”  which  won  a prize  of  $50  awarded 
by  the  committee  for  the  best  essay  written 
by  a clerk  in  the  office  of  a public 
accountant. 

The  social  features  of  the  Congress  were 
a reception  by  the  Hon.  Rolla  Wells,  mayor 
of  St.  Louis,  at  the  Hamilton  Hotel,  Monday 
evening;  a banquet  at  the  Mercantile  Club 
Tuesday  evening  and  a luncheon  at  the 
Tyrolean  Alps  on  Wednesday. 

At  the  banquet  a loving  cup  was  pre- 
sented to  Mr.  George  Wilkinson,  secretary 
of  the  Federation,  in  general  recognition  of 
his  efforts  in  bringing  about  the  Congress 
and  for  his  work  on  behalf  of  the 
Accountancy  profession. 

The  Congress  was  considered  by  all  a 
splendid  success  and  the  beginning  of  many 
similar  gatherings. 

The  papers  read  at  the  Congress  and  the 
discussions  thereon  will  be  published  in 
future  issues  as  space  will  permit. 

The  Society  of  Accountants  in  Edinburgh 
will  celebrate  the  fiftieth  anniversary  of  the 
grant  of  its  charter  next  month.  This  is  the 
oldest  Society  of  Public  Accountants  in  the 
world,  although  there  are  several  firms  of 
Accountants  in  existence  in  England  to-day 
who  were  established  long  prior  to  the  for- 
mation of  that  society. 
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A new  Held  of  usefulness  is  being  opened 
for  the  public  accountant  that  bids  fair  to 
become  of  great  importance.  We  refer  to 
the  work  of  “business  counselors.”  Sev- 
eral accountants  have  lately  found  it  to  their 
advantage  to  let  the  iniblic  know  that  they 
are  willing  to  act  in  this  capacity,  and  some 
have  found  it  to  be  a pleasant  and  profitable 
feature  of  the  accounting  business.  It  is 
undoubtedly  true  that  no  class  of  business 
men  is  so  well  qualified  by  training  and  ex- 
perience to  form  correct  opinions  on  busi- 
ness questions  and  offer  practical  sugges- 
tions for  the  improvement  of  conditions  as 
the  accountant,  who  has  seen  the  “very  in- 
side” of  the  most  ably  conducted  enter- 
prises in  the  land. 

Not  long  ago  a manufacturer  called  in 
an  accountant  and  told  him  he  was  not  se- 
curing the  amount  of  profit  that  he  thought 
he  could  reasonable  expect,  and  added ; 
“Now  you  look  around  and  see  if  you  can 
find  any  leaks  that  I have  overlooked.”  The 
accountant  looked  around  and  kept  on  look- 
ing around.  He  went  from  the  engine- 
room  to  the  roof,  and  at  the  end  of  two 
weeks  he  had  something  to  say,  and  what 
he  said  (considerably  boiled  down,  how- 
ever) was  as  follows : “Your  boilers  are 

too  large,  since  they  generate  fifty  horse- 
])Ower  per  day  more  than  is  needed,  thus 
wasting  fuel.  Your  box  making  material 
is  not  on  the  same  floor  with  your  packing 
department,  and  a lot  of  valuable  time  is 
wasted  running  downstairs  for  supplies. 
Have  the  freight  elevator  boy  (who  is  now 
idle  three-fourths  of  his  time)  keep  a sup- 
])ly  of  all  sizes  of  boxing  material  within 
reach  of  the  packers.  You  have  five  No.  3 
machines  set  up  and  connected  when  you 
have  never  sold  the  output  of  three.  The 
space  occupied  by  the  two  idle  machines 
costs  you  twenty  dollars  per  week.  Take 
out  the  No.  3 machines  and  trade  them  for 
No.  I machines  and  manufacture  a staple 
that  will  at  least  pay  rent  for  the  space. 
You  have  some  mills  on  the  third  floor  that 
are  only  running  to  one-third  of  their  ca- 
pacity, though  it  would  cost  no  more  for 
space  and  labor  to  triple  their  output.  Go 
to  a jobber  and  sell  him  the  surplus  output 
of  which  these  mills  are  capable.  He  will 
take  it  if  the  price  is  right,  and  you  can  un- 
dersell any  other  manufacturer,  because 
your  own  trade  with  the  retailers  pays  the 
expense  of  the  milling  department  and  a 
])rofit  beside,  so  that  you  can  make  more 
money  on  what  you  sell  the  jobber  at  a 
lower  price  than  your  competitors  are  mak- 
ing at  their  prices.  I have  looked  over  your 
selling  department.  I find  that  your  young 
men  are  writing  long  letters  trying  to  con- 
vince a customer  who  has  returned  some 
goods  that  he  was  mistaken  in  their  quality. 


They  are  driving  the  customer  away  by  in- 
sinuating that  he  doesn’t  know  good  goods. 
The  customer  writes  that  he  has  tried  them, 
found  them  no  good,  and  therefore  returns 
them.  Whenever  that  happens  tell  the 
young  men  to  write  the  customer  that  the 
goods  are  received  and  he  has  been  credited 
with  them.  That  the  house  deeply  regrets 
that  they  proved  unsatisfactory  and  that  an 
investigation  will  at  once  be  made  to  fix 
the  responsibility  for  the  fault  that  is  to  be 
found  with  them.  Write  him  that  you  are 
really  under  obligations  to  him  for  bringing 
the  matter  to  your  attention,  and  ask  him 
in  the  future  to  feel  perfectly  free  to  return 
aii}  thing  he  buys  of  your  house  that  does 
not  grade  up  to  the  proper  standard.  Then 
you  will  keep  your  customer.  I notice  also 
that  you  are  paying  your  salesmen  salaries 
that  run  all  the  way  from  2 to  18  per  cent 
of  their  sales.  A fair  salary  in  your  busi- 
ness is  7 per  cent  of  the  sales.  Readjust 
your  salary  list  on  this  basis,  and  then  ar- 
range to  pay  your  salesmen  a commission 
of  7 per  cent  on  all  sales  in  excess  of  the 
volume  necessary  for  them  to  earn  their 
salaries.  Some  of  them  may  not  earn  their 
salaries,  but  if  they  come  near  it  the  first 
year,  give  them  a little  more  time,  and  if 
they  are  the  right  kind  it  will  not  be  long 
until  they  will  be  running  ahead.  If  you 
find  some  that  do  not  progress  at  all,  fire 
them.  You  can’t  get  a salesman,  in  your 
line,  to  do  his  best  on  a salary  that  does 
not  get  bigger  as  his  sales  increase ; be- 
sides, the  goods  he  earns  a commission  on 
are  the  most  profitable  to  you  because  trav- 
eling expenses  have  not  been  increased  to 
accomplish  their  sale,  nor  have  the  expenses 
of  administration  been  any  greater.” 

The  manufacturer  is  following  this  ad- 
vice and  finds  his  profits  rising  as  he  puts 
it  into  effect.  This  was  a piece  of  “business 
counsel”  and  it  was  worth  many  times  its 
cost.  There  are  many  more  business  houses 
needing  just  this  kind  of  an  inspection,  and 
it  is  encouraging  to  know  that  managers 
are  beginning  to  find  it  out. 


There  is  much  discussion  among  account- 
ants as  to  what  prices  are  fair  and  proper 
for  their  services.  None  of  them,  so  far  as 
known,  has  expressed  the  opinion  that  any 
concerted  action  should  be  taken  to  fix  a 
uniform  scale  of  prices,  and  it  is  to  their 
credit  that  they  have  not  done  so.  No 
good  result  could  come  from  action  of  this 
character,  while  the  profession  could  be 
much  hanned  thereby.  While  this  is  true, 
it  does  not  follow  that  the  situation  as  to 
prices  is  as  it  should  be.  On  the  contrary, 
it  is  reasonably  certain  that  much  work  is 
done  too  cheaply.  This  usually  results  from 


a desire  to  increase  the  volume  of  business, 
whatever  the  effect  may  be  on  the  rates  of 
net  profit.  Another  cause  is  the  fear  that  a 
competitor  will  get  the  engagement  and 
thus  gain  some  unknown  advantage.  Still 
another  cause  is  the  practice  of  making  a 
“lump”  price  for  a piece  of  work,  when 
every  accountant  knows  that  no  man  can 
tell  how  much  time  will  be  required  to  finish 
a given  piece  of  accounting.  There  are  so 
many  contingencies  which  may  arise  to  pro- 
long the  work,  that  any  “lump”  price  given 
is  a “blind  guess.”  Should  the  work  re- 
quire less  time  than  has  been  estimated  then 
the  client  has  been  wronged,  if  the  estimate 
was  based  on  a fair  time  rate.  There  is  no 
reason  for  this  species  of  gambling.  The 
client  should  pay  for  the  time  actually  nec- 
essary to  do  the  work,  and  no  more.  The 
accountant  should  receive  compensation  for 
all  of  the  time  given  to  the  work,  and  no 
more.  Why  then  should  an  arrangement  be 
made,  whereby  one  party  or  the  other  is  al- 
most sure  to  get  the  worst  of  it?  It  would 
certainly  seem  better  for  accountants  to  re- 
fuse to  quote  any  other  than  a time  rate, 
thus  in  a large  measure  cutting  out  the 
habit  some  business  men  have  of  “hunting 
bargains”  when  engaging  an  accountant. 
With  the  “lump”  price  done  away  with 
much  hurtful  and  unprofitable  competition 
will  be  avoided.  The  choice  of  the  ac- 
countant will  turn  on  personal  preference, 
as  it  should.  When  told  that  another  ac- 
countant has  quoted  a lower  rate,  the  re- 
sponse should  be  that  his  valuation  of  his 
services  is  a matter  for  his  own  decision, 
and  that  if  he  regards  the  price  given  as 
representing  their  value,  no  one  can  safely 
dispute  him.  It  will  be  found  uniformly 
true  that  the  client  will  not  value  an  ac- 
countant’s services  at  a higher  price  than 
the  accountant  himself  puts  upon  them. 
The  cure  for  all  troubles  concerning  prices 
will  be  found  in,  first,  declining  under  any 
circumstances  to  give  competitive  figures  on 
work  (except  in  cases  of  municipal  corpo- 
rations, where  competition  is  required  by 
law)  ; second,  declining  in  all  cases  to  give 
a “lump”  price  on  work ; third,  fixing  the 
rate  to  be  charged  at  which  the  services  are 
fairly  worth,  and  sticking  to  the  rate.  If 
all  accountants  will  adopt  these  simple 
rules  the  cause  for  complaint  of  unstable 
rates  will  soon  disappear.  It  is  better  to 
serve  one  hundred  clients  per  year  and  en- 
joy a gross  income  of  twenty  thousand  dol- 
lars, than  it  is  to  serve  three  hundred  with 
a resulting  income  of  thirty  thousand  dol- 
lars. It  doesn’t  matter  much  what  the 
volume  of  a business  is,  it  must  be  judged 
by  its  net  profits.  Accountants  need  to  take 
some  of  the  advice  they  give  to  their 
clients. 


The  Auditor 


DUTIES  OF  THE  PUBLIC  ACCOUNTANT. 

The  profession  of  public  accountant  is  of 
comparatively  recent  origin,  and  there  are 
many  persons,  especially  in  this  country, 
who  have  hut  a vague  idea  of  its  scope. 

Within  the  last  few  years  recognition  has 
been  given  to  the  accountant  in  a few  of 
the  states  of  the  Union  by  the  passage  of 
laws  granting  a degree  of  Certified  Public 
Accountant  to  anyone  who  can  qualify  for  it 
under  rules  that  are  sufficiently  rigid  to  en- 
sure the  selection  of  competent  men.  These 
men,  thus  entitled  to  use  the  initials  C.  P.  A. 
after  their  names,  form  a body  oT  trained 
and  experienced  accountants,  whose  useful- 
ness to  the  business  public  is  gradually  be- 
ing recognized. 

There  are  still  a great  many  misconcep- 
tions of  the  kind  of  service  rendered  by  the 
accountant.  Many  persons  think  of  him  as 
an  expert  in  the  mechanical  use  of  figures, 
able  to  add  up  a column  in  the  twinkling  of 
an  eye,  and  have  no  conception  of  his  true 
functions  as  business  advisor  and  confiden- 
tial counselor.  It  is  hardly  possible  in  a few 
words  to  enumerate  all  the  duties  of  an  ac- 
countant. We  can  glance  at  only  a few  of 
them  at  present. 

THE  AUDIT  OF  ACCOUNTS. 

This  comprises  a critical  examination  of 
the  books  of  account  at  stated  or  irregular 
periods,  so  as  to  be  satisfied  of  their  being- 
kept  honestly,  not  only  as  regards  the  rela- 
tion of  the  bookkeeper  to  his  employer,  but 
also  that  of  the  managers  to  their  directors 
and  stockholders  or  absent  partners ; the 
preparation  of  an  annual  balance  sheet  and 
profit  and  loss  statement,  with  a sufficient 
scrutiny  of  inventories  to  be  satisfied  of 
their  substantial  accuracy,  and  a certifica- 
tion of  the  condition  of  the  business  as 
shown  by  the  accounts.  In  doing  this  the 
accountant  is  obliged  to  have  sufficient  ex- 
perience to  properly  consider  questions  of 
depreciation  of  fixed  assets,  such  as  ma- 
chinery, the  value  of  open  accounts  receiv- 
able and  many  other  similar  problems.  He 
should  also  be  able  to  advise  the  manage- 
ment in  regard  to  many  points  in  the  con- 
duct of  the  business,  preparing  compara- 
tive statements  to  prove  or  illustrate  his 
recommendations. 

It  will  be  seen  that  much  more  is  in- 
volved in  such  an  examination  than  the 
mere  verification  of  the  arithmetical  ac- 
curacy of  the  books  and  the  correct  finan- 
cial balance. 

INVESTIGATION  OF  FRAUD. 

In  cases  where  fraud  on  the  part  of  the 
bookkeeper  or  cashier  is  suspected  the  serv- 
ices of  a trained  accountant  are  usually  in- 
dispensable, as  the  fraudulent  entries  may 
be  so  skillfully  made  that  they  may  not  be 
discoverable  by  any  other. 


INSTITU'J'ION  OF  OHUCI':  SYSTICMS. 

The  trained  accountant  is  the  only  per- 
son who  can  be  depended  upon  to  formu- 
late a complete  system  of  accounts  for  an 
office  that  will  meet  every  possible  need  of 
the  business  with  the  least  expenditure  of 
time  and  labor  on  the  ])art  of  the  office 
force  and  the  em])loyment  of  the  smallest 
number  of  books  and  blanks.  No  reputable 
accountant  will  accept  a commission  from 
a stationer  on  books  or  printing  to  be  fur- 
nished to  a client,  and  therefore  he  is  not 
even  remotely  interested  in  multiplying 
books  or  forms,  but  is  free  to  exercise  his 
practical  scientific  knowledge  of  accounts 
in  the  devising  of  the  simplest  and  most 
expeditious  methods.  In  his  regular  prac- 
tice he  has  access  to  such  an  infinite  va- 
riety of  accounts  that  he  is  not  liable  to 
become  the  advocate  of  any  single  method, 
but  is  able  to  adapt  himself  to  the  special 
requirements  of  the  business  under  con- 
sideration. 

COST  ACCOUNTS. 

There  is  nothing  more  important  to  the 
manufacturer  than  the  exact  determination 
of  the  cost  of  his  various  products.  Cases 
without  number  could  be  cited  where  the 
institution  of  correct  methods  has  led  to 
startling  developments  of  error  in  even  the 
most  careful  estimates.  Alany  manufactur- 
ers are  unwise  enough  to  begrudge  the 
small  increase  of  expense  necessary  to 
carry  out  the  needed  reforms,  as  they  are 
unable  to  see  the  great  advantage  to  lie 
derived  from  a thorough  knowledge  of 
their  business  in  all  its  details. 
INVESTIGATIONS  .\S  TO  VALUE  AND  EARNING 
POWER. 

When  contemplating  investment  in  an  es- 
tablished business  it  is  becoming  more  and 
more  the  habit  of  the  prudent  man  to  de- 
mand an  examination  of  its  condition  by 
the  public  accountant,  no  longer  depending 
on  the  statements  made  to  him  by  the  secre- 
tary or  other  agent  of  the  selling  party. 
However  honest  the  latter  may  be,  he  is 
liable  to  be  influenced  by  the  desire  to 
make  out  a good  case,  besides  lacking  the 
special  training  that  would  enable  him  to 
judicially  scrutinize  all  the  points  that 
should  enter  into  a proper  statement.  In 
connection  with  a valuation  made  by  a 
skilled  appraiser,  the  report  of  the  account- 
ant will  furnish  an  unbiased  exhibit  of  the 
earning  power  of  the  business  in  the  past 
and  will  show  whether  the  earnings  are  on 
a rising  or  a falling  scale,  as  a guide  to  the 
future.  It  will  also  give  a sound  basis  for 
the  valuation  of  the  open  accounts  and  a 
reasonable  guide  to  the  amount  that  should 
be  allowed  for  good-will.  In  the  case  of 
bonds  offered  on  the  public  market,  such  an 
examination  should  always  be  insisted  on 
by  the  purchaser. 


UANKRUn-CY  .\ND  ICXEGUTOKSI  IIP  ACCOUNTS. 

Receivers  and  executors  seldom  under- 
stand how  to  ojien  the  accounts  of  their 
trusts,  to  carry  them  on  in  accordance  with 
the  requirements  of  the  law  or  to  make 
proper  reports  to  the  courts.  Unfortu- 
nately in  this  country  the  courts  are  so  ig- 
norant of  the  fundamental  judnciples  of  ac- 
counts that  they  allow  any  report  to  be  filed 
that  is  not  objected  to  by  some  party  in  in- 
terest. In  one  recent  case  in  the  Probate 
Court  of  Cook  County,  Illinois,  an  executor 
began  his  second  year’s  report  with  a cash 
balance  on  hand  that  was  several  thousand 
dollars  less  than  the  amount  with  which  he 
closed  his  report  for  the  first  year.  The 
report  was  accepted  by  the  court  without 
question  until  a creditor  of  the  estate  dis- 
covered the  error.  If  the  courts  insisted  on 
a proper  supervision  of  this  class  of  ac- 
counts by  certified  public  accountants 
there  would  be  much  saving  of  trouble  and 
expense  in  the  settlement  of  estates. 

There  are  many  other  ways  in  which  the 
accountant  can  render  valuable  service  to 
the  public,  the  discussion  of  which  must  be 
left  to  future  issues  of  this  journal.  Our 
present  object  will  have  been  accomplished 
if  wc  have  succeeded  in  showing  the  busi- 
ness man  that  there  is  at  his  service  a force 
of  trained  men  who  are  as  invaluable  to  him 
in  his  office  as  the  scientific  machinist  is  in 
his  factory  or  the  chemist  in  his  laboratory. 


In  our  last  issue  it  was  stated  that  the 
Board  of  Examiners  appointed  by  the  Uni- 
versity of  Illinois  had  not  disposed  of  more 
than  half  the  applications  for  the  degree  of 
C.  P.  A.,  although  the  Act  had  been  in  force 
for  over  a year.  This  was  not  correct,  as  it 
appears  that  out  of  117  applications  filed 
under  the  waiver  clause,  92  have  been 
passed  upon.  A list  of  the  names  to  whom 
certificates  have  been  granted  up  to  Sep- 
tember 28th,  is  given  on  another  page  of 
this  issue. 


The  annual  convention  of  the  Illinois 
Bankers’  Association  is  to  be  held  at  the 
Illinois  State  Building,  AVorld’s  Fair,  St. 
Louis,  Mo.,  on  the  i8th  and  19th  of  October 
and  promises  to  be  interesting. 

The  Illinois  Society  of  Certified  Public 
Accountants  will  be  represented  on  this 
occasion  by  Mr.  Se}unour  Walton,  C.  P.  A., 
who  will  read  a paper  on  “Publicity”  on 
Tuesday,  the  i8th  of  October. 

Mr.  Walton  is  the  duly  accredited  dele- 
gate from  the  Illinois  Society  of  Certified 
Public  Accountants. 
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PROFITS  OF  CORPORATIONS. 

HY  SEYMOUR  WALTON,  C.  1’.  A. 

The  end  and  aim  of  all  business  enter- 
prise is  the  making  of  a profit  on  the 
transactions  entered  into.  All  the  energies 
of  proprietors  and  employes  are  expended 
with  this  sole  object  in  view,  the  amount  of 
the  profit  being  the  measure  of  the  success 
attained.  This  being  the  case  it  is  extremely 
important,  in  fact  imperative,  that  correct 
ideas  should  be  held  as  to  what  constitutes 
legitimate  profit.  Failure  to  properly  dis- 
criminate between  apparent  and  real  profits 
has  often  led  men  to  take  steps  that  have 
eventually  brought  disaster. 

It  is  well  to  understand  thoroughly  at  the 
outset  that  any  statement  of  the  profits  of 
a business  is  only  an  estimate  until  the  busi- 
ness has  been  wound  up.  This  arises  from 
the  fact  that  the  profits  depend  on  the  value 
of  the  assets  as  shown  in  the  Balance  Sheet. 
Any  reduction  in  the  value  would  have  to  be 
provided  for  out  of  profits  which  would  be 
reduced  to  that  extent.  It  is  therefore  ex- 
tremely important  that  the  greatest  care  be 
e.xerciscd  in  scrutinizing  all  asset  accounts 
with  a view  to  determining  whether  they 
are  carried  on  the  books  at  a figure  which 
they  can  reasonably  be  considered  worth. 

There  are  many  ways  of  reaching  an 
erroneous  figure  in  calculating  the  profits  of 
any  given  period,  some  of  which  are  almost 
too  false  on  their  face  to  deserve  mention 
here,  but  others  have  an  insiduous  character 
that  is  very  apt  to  deceive,  owing  largely  to 
the  different  methods  of  figuring  on  the  cost 
of  goods.  As  the  inventory  is  the  basis  of 
all  profit  figuring,  it  is  there  that  we  are 
most  apt  to  find  errors  that  may  lead  to  false 
results.  Closely  allied  to  these  errors  is 
that  of  calculating  on  profits  before  they  are 
actually  realized,  even  to  the  extent  of  pay- 
ing dividends  out  of  profits  that  exist  only 
on  paper. 

In  an  inventory  nothing  should  be  put 
down  at  a higher  figure  than  its  actual  cost. 
The  cost  will  include  all  the  elements  direct 
and  indirect  that  are  necessary  to  the  pro- 
duction of  the  goods.  The  practice  of  list- 
ing finished  articles  at  the  selling  price,  less 
the  supposed  cost  of  selling,  is  common,  but 
cannot  be  defended  unless  some  way  is 
found  to  guarantee  the  future  market  prices 
and  also  the  selling  conditions.  The  cost  of 
selling  for  previous  years  is  not  always  a 
safe  criterion  for  the  coming  twelvemonths. 
\\’ith  a given  number  of  salesmen  on  the 
road,  the  comparative  cost  varies  to  a certain 
extent  with  the  volume  of  business  done,  so 
that  a diminished  trade  would  increase  the 
selling  cost  and  impose  an  additional  burden 
on  the  current  year  that  may  be  already 
showing  bad  results,  owing  to  the  reduced 
volume  of  trade  and  a consequent  reduction 
in  gross  profits. 


There  is  great  liability  to  error,  and  at  j 
the  same  time  an  opportunity  for  consider- 
able difference  of  opinion  in  the  way  in 
which  the  value  of  machinery  and  perma-  , 
nent  tools  is  treated.  The  consensus  of  1 
opinion  would  seem  to  require  that  each 
article  shall  be  charged  to  investment  at  its  ] 
cost,  including  the  expense  of  installing  it  in  ; 
running  order,  and  that  such  proportion  of 
its  cost  shall  be  covered  by  a credit  for  de- 
preciation each  year  as  will  extinguish  the 
item  at  the  close  of  its  estimated  life.  The 
fact  that  the  machine  may  be  as  good  as  new 
at  the  end  of  one  or  two  years  is  no  argu- 
ment in  favor  of  carrying  it  for  that  time  at 
its  original  value,  since  the  depreciation  be- 
gins at  once  and  should  be  equalized  over  all 
the  years  that  the  machine  is  expected  to 
live.  On  the  other  hand  it  is  not  fair  to  the 
year  in  which  a machine  is  bought  to  con- 
sider it  at  once  as  secondhand  or  to  value  it 
at  what  it  would  bding  at  forced  sale,  as 
some  ultra  conservative  manufacturers  do. 
A machine  is  valuable  because  it  is  capable 
of  doing  a certain  amount  of  work  for  a cer- 
tain number  of  years,  and  its  cost  is 
properly  chargeable  to  each  of  those  years 
alike. 

A custom  that  may  lead  to  serious  error, 
but  which  is  frequently  defended  by  manu- 
facturers who  indulge  in  it,  consists  in  in- 
ventorying raw  material  at  the  market  price 
when  that  is  greater  than  the  actual  cost.  It 
is  claimed  that  the  advance  in  price  is  a 
legitimate  profit  of  the  year  in  which  it  oc- 
curred and  the  Profit  and  Loss  account  is 
given  credit  for  it  while  it  remains  as  only 
a possible  profit  in  case  the  market  does  not 
drop  before  the  material  is  made  up  and 
sold.  The  broad  principle  should  be  adopted 
that  no  profit  can  be  depended  on  as  made 
until  the  goods  are  actually  sold. 

One  of  the  most  perplexing  questions  in 
this  connection  concerns  the  value  of  real 
property.  If  a factory  is  .started  on  land 
bought  in  an  improving  neighborhood  and 
the  market  price  of  the  land  doubles  in  any 
given  time,  is  it  right  to  carry  the  land  on 
the  books  at  its  increased  value  and  thus 
offset  the  cost  of  replacing  the  building 
wbich  has  deteriorated  to  an  equal  extent? 
At  the  first  blush  it  would  appear  to  be  a 
proper  tiling  to  do,  but  it  will  not  be  so 
plain  if  we  ask  in  what  way  the  business  has 
been  benefited  by  tbe  accidental  rise  in  value. 
If  conveniences  in  the  way  of  better  ship- 
ping facilities  or  cheaper  railroad  connec- 
tions have  tended  to  lessen  the  cost  of 
handling  the  goods,  some  increase  in  valua- 
tion may  be  allowed  as  an  expression  of  the 
value  of  the  saving  of  expense,  but  if  all 
conditions  remain  the  same  and  the  land  is 
of  no  more  value  to  the  business  than  be- 
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fore,  it  is  difficult  to  see  why  tlic  profits  of 
the  husiness  should  he  swelled  by  the  admis- 
sion of  an  unrealized  element,  still  less  why 
a dividend  should  be  based  on  such  a gain. 
If  the  land  is  actually  sold  and  the  factory 
moved  to  a cheaper  loeation  there  would  be 
no  objection,  but  until  it  is  actually  sold,  the 
profit  is  not  realized  and  therefore  not  made. 
There  is  nothing  to  guarantee  the  stability 
of  the  new  market  price,  which  may  drop 
back  to  the  old  figure  and  necessitate  some 
awkward  entries  to  the  debit  of  the  Profit 
and  Loss  account,  especially  if  the  supposed 
profit  had  been  divided  in  cash  among  the 
stockholders.  In  a celebrated  English  case 
it  was  decided  that  the  directors  were  per- 
sonally liable  for  money  thus  paid  out  in 
dividends  based  on  the  increase  in  value  of 
land,  which  was  not  sold  and  which  subse- 
quently depreeiated  to  such  an  extent  as  to 
impair  the  capital  of  the  company. 

An  instance  of  false  profit  figuring  came 
to  the  writer’s  notice  recently.  In  a consoli- 
dation of  several  companies  into  one,  the 
capital  had  been  placed  at  an  amount  that 
represented  the  assumed  value  of  all  the 
plants  and  good-will.  It  is  needless  to  say 
that  it  was  considerably  more  than  the  actual 
value.  One  of  the  recipients  of  the  new 
stock  sold  back  to  the  company  one  hundred 
thousand  dollars  face  value  of  the  stock  for 
fifty  thousand  dollars  cash.  The  nominal 
profit  of  fifty  thousand  dollars  thus  made 
was  credited  to  operating  profit  and  a state- 
ment was  made  to  prospective  purchasers, 
embodying  this  credit.  The  managers  of 
the  company  felt  aggrieved  when  the  ac- 
countant eliminated  this  item  from  the 
profits  of  the  period.  The  incident  shows 
the  advantage  of  employing  the  trained  pub- 
lic accountant  to  verify  figures  made  up  by 
even  the  most  honest  secretary. 

In  view  of  all  these  facts  there  can  be  no 
doubt  that  it  is  by  far  the  safest  plan  for 
the  average  company  to  have  its  profits  de- 
termined by  a Certified  Public  Accountant 
who  is  trained  to  look  at  things  from  a 
practical,  scientific  standpoint  and  who  is 
not  interested  in  making  a good  showing,  as 
the  officers  of  the  company  almost  always 
are.  The  temptation  is  often  irresistible  to 
adopt  that  view  of  the  year’s  profits  which 
will  be  most  flattering  to  the  management. 
Without  any  intention  to  deceive,  the  wish 
becomes  father  to  the  thought  and  a totally 
erroneous  statement  is  put  out  by  the  offi- 
cers who  are  thoroughly  honest  and  con- 
scientious. The  trained  accountant  is  disin- 
terested and  unprejudiced  and  should  be 
scientific  enough  to  be  able  to  discriminate 
between  profits  that  are  real  and  those  that 
are,  as  yet,  unrealized. 
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CURIOUS  BOOKKHHRING  MBTHODS. 

WALTON,  JOPLIN  & CO.,  C.  P.  A.. 

A book  has  been  written  on  the  “Curiosi- 
ties of  Literature.”  Almost  as  large  a vol- 
ume could  be  compiled  from  the  experiences 
of  public  accountants  about  the  curiosities 
of  accounts.  We  suggest  to  The  Auditor 
that  it  invite  from  its  readers  descriptions 
of  peculiar  methods  of  bookkeeping,  and 
we  will  start  the  ball  rolling  in  that  direc- 
tion by  giving  some  of  our  own  observa- 
tions. 

A dealer  in  books,  whose  business  was 
almost  entirely  of  a mail  order  character, 
kept  nothing  in  the  way  of  books  except  a 
cash  book.  When  he  bought  goods  he  put 
the  invoice  that  accompanied  them  in  the 
left-hand  drawer  of  his  desk.  At  the  end 
of  the  month,  when  statements  were  re- 
ceived from  his  creditors,  he  checked  them 
with  the  invoices  and  in  due  time  paid  them. 
The  unpaid  invoices  or  statements  in  that 
drawer  represented  his  “Accounts  Payable.” 

When  he  received  orders  for  goods  they 
were  entered  on  order  blanks,  which  were 
consecutively  numbered  and  deposited  in 
the  right-hand  drawer  of  his  desk.  His 
bills  to  his  customers  indicated  each  ship- 
ment by  its  number.  When  he  received  a 
remittance  he  took  from  the  drawer  the 
order  blank  containing  the  number  that  ap- 
peared on  the  bill  covered  by  the  remittance, 
stamped  it  paid  and  filed  it  away  in  a per- 
manent file,  entering  the  amount  of  the 
remittance  on  the  cash  book.  The  orders 
remaining  in  the  drawer  constituted  his 
“Accounts  Receivable.”  No  argument 
could  convince  him  that  this  was  not  a per- 
fectly satisfactory  system  of  accounts. 

Another  case  was  that  of  two  partners 
in  a coal,  wood  and  feed  business  in  a coun- 
try town.  Again  we  found  the  cash  book 
the  only  one  that  could  be  called  an  account 
book.  This  cash  book  had  two  columns  on 
each  side.  The  first  one  was  allotted  to 
“A,”  the  senior  partner,  and  the  second  to 
“B,”  the  junior.  When  “A”  received  any 
money  he  charged  himself  with  it  in  the 
first  column  on  the  left-hand  page ; when  he 
paid  out  anything  for  goods  purchasd  or 
for  any  expense  of  the  business,  he  credited 
himself  in  the  first  column  on  the  right-hand 
page.  “B”  did  the  same  in  the  second  col- 
umn of  the  respective  pages. 

The  difference  between  the  two  first  col- 
umns represented  the  amount  of  money 
“A”  should  have  on  hand  after  charging 
himself  with  the  drawings  allowed  him,  and 
the  two  second  columns  represented  a like 
liability  on  the  part  of  “B.”  This  ingenious 
arrangement  seemed  to  work  to  the  entire 
satisfaction  of  the  two  partners,  until  the 
death  of  “A”  put  on  end  to  it. 
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STOCKTAKING. 

liV  ALLEX  K.  S.MAKT,  C.  P.  A. 

It  is  the  generally  accepted  practice  for 
Accountants  to  require  the  Inventory  of 
Merchandise  Stocks  consisting  of  Raw  i\Ia- 
terials,  Stock  ii’  process  of  manufacture, 
and  Sup])lies  to  be  priced  at  cost,  or  market 
value,  whichever  is  the  lower.  'J'here  are, 
however,  many  cases  when  exceptions 
should  he  made  to  this  rule,  at  least  when 
using  the  amount  of  the  Inventory  for 
arriving  at  the  profits  of  the  business  for 
the  year. 

'I'he  cases  referred  to  are  those  of  a man- 
ufacturing business  which  carries  large 
stocks  of  raw  material  which  fluctuate  in 
market  value.  The  cost  or  market  value 
may  he  much  higher  at  the  end  of  a given 
year  than  at  the  beginning.  If  these  prices 
(cost  or  market)  are  used  the  result  is  that 
a large  fictitious  profit  is  shown,  viz. : the 
difference  between  the  prices  at  which  the 
Stock  was  priced  at  the  beginning  of  the 
year  and  the  corresponding  jirices  at  the  end 
of  the  year.  A year  or  two  later  the  market 
prices  may  fail  and  the  opposite  result  is 
brought  about.  Consequently  when  a com- 
parison of  the  profit  of  one  year  with 
another  is  made  there  is  frequently  great 
disparity,  although  the  total  amount  of  busi- 
ness done  may  have  been  practically  the 
same.  ' ■ ' - 

It  may  he  stated  in  general  that  rvhen 
business  is  exceptionally  good  and  market 
prices  are  steadily  rising,  nearly  all  manu- 
facturing concerns  show  large  earnings, 
part  of  which  is  legitimate  and  part  ficti- 
tious as  above  stated,  and  on  the  contrary 
when  business  is  slack  and  the  market 
prices  arc  falling,  the  earnings  shown  are 
disappointing;  because  in  the  first  place  the 
legitimate  profits  are  less  and  secondly 
there  is  a loss  on  the  Stock  to  be  provided 
for. 

To  the  trained  Public  Accountant  these 
conditions  are  understood,  but  tbe  investing 
public,  not  having  access  to  the  details  on 
which  the  profit  shown  has  been  made,  lose 
confidence  and  throw  their  stock  on  the 
market,  thus  causing  a further  depreciation 
in  values. 

It  may  be  well  to  remark  here  that  it  is 
a necessity  for  most  manufacturing  concerns 
to  keep  large  stocks  of  raw  material  on 
hand  to  prevent  a shutdown  of  the  works 
in  case  of  delay  in  delivery  by  reason  of  a 
shortage  of  freight  cars  or  other  obstruction 
to  the  regular  receipt  of  material ; and, 
while  the  orders  for  future  delivery  mav,  in 
prosperous  times,  cover  all  stock  on  hand  at 
profitable  prices,  still  this  is  not  often  the 
case  in  dull  seasons. 

To  remedy  ibis  condition  some  very  con- 


servative firms  take  a lump  sum  off  the  total 
of  the  Inventory  when  prices  are  high, 
which  is  what  Accountants  refer  to  as  a 
“secret  reserve."  The  principal  objection  to 
tins  plan,  however,  is  that  the  statement  of 
Assets  and  Liabilities  is  incorrect.  The  plan 
recommended  by  the  writer  is  to  establish  a 
price  a little  aliovc  low  market  price  and 
use  this  price  every  year  in  figuring  the  In- 
ventory for  use  in  closing  the  Profit  and 
Loss  Account.  Then  refigure  the  Inventory 
at  cost  or  market  price,  whichever  is  the 
lower,  and  use  the  total  of  this  Inventory  in 
the  statement  of  Assets  and  Liabilities.  The 
difference  between  the  two  Inventories  can 
be  shown  in  the  Balance  Sheet  as  Reserve 
for  adjustment  of  Inventory. 

There  arc  some  matters  of  detail  in  con- 
nection with  this  plan,  which  cannot  be  ex- 
plained in  this  article  on  account  of  lack  of 
space,  but  if  such  a plan  be  adopted  in  the 
main,  the  Profit  shown  will  he  legitimate, 
because  the  fictitious  profit  or  loss  on  nor- 
mal quantities  of  stock,  by  reason  of  the 
fluctuating  market  price,  will  be  almost,  if 
not  entirely,  eliminated. 


DEPARTMENT  ACCOUNTS  AND  THE  PRO- 
RATING OF  EXPENSES. 

Of  late  years,  owing  to  advanced  meth- 
ods in  bookkeeping,  a large  number  of  job- 
bing houses  keep  the  accounts  of  various 
departments  separate  and  show,  at  all 
events,  a gross  or  trading  profit  for  each  de- 
partment. This  gross  profit  is  arrived  at 
by  crediting  the  department  account  with 
the  sales  and  the  inventory  at  each  closing 
period  and  charging  the  account  with  the 
inventory  opening,  purchases,  freight 
and  the  wages  of  those  actually  employed 
in  the  department,  the  balance  being  tbe 
gross  profit  made  by  the  department.  The 
lialances  of  the  various  department  ac- 
counts are  transferred  to  the  credit  and  the 
various  expense  accounts  to  the  debit  of 
“Profit  and  Loss"  account,  the  balance  be- 
ing tbe  net  profit  or  loss.  Some  firms  go  a 
little  further  than  this,  and  charge  the  de- 
liartment  accounts  with  a proportion  of  rent 
and  with  interest  on  the  capital  employed. 
But  there  is  a marked  disposition  on  the 
part  of  some  firms  to  go  further  still  and  to 
ask  the  accountant,  when  auditing,  to  pro- 
rate the  whole  of  the  expenses  against  the 
departments,  and  it  is  here  that  difficulties 
arc  encountered.  It  would  be  more  cor- 
rect to  say  the  items  on  both  sides  of  the 
“Profit  and  Loss”  account  than  the  ex- 
penses, because  on  the  credit  side  there 
would  be  discount  received  on  goods  pur- 
chased and  jierhaps  other  credits,  while  on  i 
the  other  side  there  would  be  discount  al- 
lowed to  customers,  selling  expense, general 
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expense,  had  debts  and  probably  some  inis- 
cellaneons  cliarges.  The  writer  invariably  en- 
deavors to  persuade  bis  clients  to  be  con- 
tent with  a department  rcsnlt  which  is  ob- 
tained after  charging-  only  the  following: 
pnrchascs,  freight,  wages,  proportion  of 
rent,  taxes  and  insurance,  and  interest  on 
capital  employed,  on  the  gronnd  that  to 
make  an  accurate  distribution  of  the  ex- 
penses would  entail  a vast  amount  of  book- 
keeping, and  that  the  gross  profit  of  a de- 
partment is  Cjuite  enough  information  to 
show  with  what  success  the  manager  is  run- 
ning it.  But  some  firms  say  that  they  must 
kno\v  the  net  profit  of  each  and  every  de- 
partment, as  they  are  under  contract  to  pay 
the  manager  a commission  on  same.  If, 
therefore,  it  is  absolutely  compulsory  for 
the  accountant  to  prepare  a “Profit  and 
Loss”  account  for  each  department,  it  be- 
hooves him  to  be  most  carefud  in  ar- 
riving at  the  proportion  of  each  item 
in  the  “Profit  and  Loss”  account  to 
be  charged  or  credited  to  each  de- 
partment. It  is  impracticable  to  use 
a percentage  on  the  sales,  for  it  may  take- 
twice  as  much  traveling  expense  to  sell  one 
department’s  goods  as  another,  and  the  pur- 
chases for  one  department  may  be  subject 
to  discount,  while  those  for  another  be  net. 
It  would  therefore  appear  necessary  for  the 
accountant  to  inquire  fully  into  the  condi- 
tions governing  each  department  and  to 
base  the  proportion  of  the  items  to  be  dis- 
tributed more  on  facts  than  on  figures,  and 
even  though  the  greatest  carefulness  may 
have  been  exercised,  the  accountant  will  be 
wise  in  stating  clearly  that  the  results 
shown  are  only  approximate  as  to  their  di- 
vision. Special  measures  must  be  taken, 
however,  with  reference  to  two  items,  rent 
charged  departments  where  the  building  is 
owned  by  the  firm  and  interest  on  capital 
employed,  because  it  will  readily  be  seen 
that  as  these  two  items  are  credited  to 
“Profit  and  Loss,”  they  have  to  be  credited 
the  departments  with  the  result  of  simply 
nullifying  the  original  debits.  The  best 
plan,  probably,  is  to  omit  these  entries  alto- 
gether and  show  the  total  department 
profits  equaling  the  profit  shown  by  the 
“Profit  and  Loss”  account,  and  then  on  a 
separate  statement  show  the  profit  of  each 
department  and  deduct  therefrom  the  rent 
and  interest,  the  balance  being  the  profit  of 
each  department  as  afifecting  the  respective 
managers. 


MEETING. 

A meeting  of  the  Executive  Board  of  the 
Federation  of  the  Societies  of  Public  Ac- 
countants in  the  United  States  will  be  held 
Tuesday,  the  i8th  inst.,  at  Williard’s  Hotel, 
Washington,  D.  C. 


ILLINOIS  cer'hlicates  issued. 

Com])lctc  list  of  Public  Accountants  who 
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have  received  Illinois  C.  U.  A.  certificates  fij 


September  2(S,  1904 : 
Augustus,  Chas.  Win. 
Allen,  lulward. 

Appel,  Jacob  M. 
Bacclius,  LeRoy  L. 
Baker,  Edwin  R. 
Bentley,  Arthur. 
Boughey,  Frank  i\I. 
Brown,  John  II. 
Buchanan,  R.  S. 
Cant,  Roddam. 
Cooper,  John  xAlex. 
Decker,  Hiram  E. 
Dickinson,  A.  Lowes. 
Donaldson,  John. 
Dunning',  A.  W. 
Everett,  John. 

Fraser,  Edward. 
Franklin,  Benj.,  Jr. 
Goodwin,  John  P. 
Gore,  Edward  E. 
Greene,  Thos.  L. 
Greig,  A.  F.  R. 
Hughes,  Rupert  S. 
Hunt,  Spencer  W. 
Johnson,  Nathan  C. 
Jones,  David  O. 
Jones,  Laurence  A. 
Joplin,  I.  Porter. 
Judd,  Frederick  F. 
Kenkel,  Henry  B. 
Knisely,  C.  W. 
Kuhns,  M.  S. 

Laurie,  John. 

Leith,  John. 

Ludlam,  Chas.  S. 
Macdonald,  R.  O. 
Marr,  C.  J. 

May,  Geo.  O. 
McGregor,  James  P. 


McKeand,  C.  A. 
Merrill,  Glarencc  D. 
Mills,  Edward  M. 
Millard,  Henry. 
Morris,  Chas.  E. 
Nelson,  Robert. 

Nigg,  G. 

Parke,  E.  K. 
Peloubet,  Louis  G. 
Piekett,  L.  S. 

Pirie,  John  C. 
Pogson,  Arthur  II. 
Reay,  Wm.  M. 
Reckitt,  Ernest. 
Richardson,  F.  C. 
Ring,  Richard  F. 
Roberts,  Wm.  H. 
Rudolf,  Charles. 
Rugg,  Albert  W. 
Sandt,  Philip  T. 
Scobee,  John  C. 
Seatree,  W.  Ernest. 
Sells,  E.  W. 

Smart,  Allen  R. 
Snyder,  Carrie. 
Sprung,  Ferd.  W. 
Spence,  Alex.  P. 
Stallings,  A.  J. 
Stanley,  Edward. 
Turville,  Geo.  A. 
Walton,  Seymour. 
Frank,  E.  Webner. 
Webster,  Geo.  R. 
Wenck,  Samuel  H. 
Wilkinson,  George. 
Williams,  David  B. 
Williams,  John  J. 
Wilmot,  H.  W. ' 
Young,  Arthur. 


Mr.  George  Wilkinson,  secretary  of  the 
Federation  of  Societies  of  Public  Account- 
ants, paid  a flying  visit  to  Chicago  recently 
and  was  welcomed  by  bis  old  friends  of  the 
Illinois  Society. 
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The  Interest  of  Auditors  and  Accountants  in  Our  Plan  is  Especially 

Solicited. 
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Directory  of  Accountants 


JONES,  CAESAR, 
DICKINSON,  WILMOT  & CO. 

Certified  Public  Accountants 

TRIBUNE  BLDG.,  CHICAGO. 

New  York.  St.  Louis.  Pittsburg.  London. 


John  Alexti  Cooper 

Certified 
Public 
Accountant 


1722  First  National  Bank  Building 
Chicago,  111. 


NEW  YORK 

SAN  FRANCISCO 


LONDON 

MANCHESTER 


George  Wilkinson,  C.  P.  A.  Ernest  Reckitt,  C.  P.  .4. 
John  J.  Williams,  C.  P.  A. 


Laurence  A.  Jones 
& Co. 


Wilkinson,  Reckitt,  Williams  & Co.! 

cERTiFjaD  PUBLIC  ACCOUNTANTS  Certified PuMtc  Accoutitants 


801-805  Marquette  Building 
CHICAGO,  ILL. 


TFIFPHONFsi  '988 

TELEPHONES  -j 


ALSO  AT 


New  York 
52  Uroadway 


Philadelphia 
516  Stephen  Girard  Bldg. 


........ J Harrison  3659 

IBLEPUONES  j Automatic  3656 

Walton,  Joplin  & Co. 

Certified 

Public 

Accountants 


52  Broadway 
New  Y'ouk 


240  La  Salle  St. 
Chicago 


EDWARD  E,  GORE 

Certified  Public  Accountant 

wo  Washington  Street 

lELF.PMONES  { CHICAGO 


Chamber  of  Commerce  Building 
CHICAGO 


TELEPHONES: 

MAIN  4276  AUTOMATIC  3276 


NEW  YORK  OFFICE 
J70  Broadway 


Frederick  F.  Judd,  C.  P.  A. 


William  II.  Schmidt 


Judd^  Schmidt  & Co* 

Accountants  and  Auditors 


Ashland  Block 


TELEPHONES  j CHICAGO 


^fuxya^cr. 


^ arrow,  Wade,  Suthrie  6c  Co, 

CERTIFIED  PUBLIC  ACCOUNTANTS 

313,  314,  315  ’pgyal  Insurance  building 
169  Jackson  ‘Boulevard 
CHICAGO 

Telephones  Harrison  1232.  Aut.  2863 

ALLEN  R.  SMART,  C.  P.  A.,  Manager 

R.  F.  RING,  C.  P.  A.,  Assistant  Manager 


cA,  F.  Rattray  Gretg 


Certified 

Public 

Accountant 


619  ROYAL  INSURANCE  BUILDING 
CHICAGO 


TELEPHONES:  i Hamson  36,6 
( Automatic  2854 


10  WALL  STREET 
NEW  YORK 


TELEPHONES  j 

j Automatic  5250. 

F.  K.  Parke  &.  Co. 

Certified 

Public 

Accountants 


FIRST  NATIONAL  BANK  BUILDING 
CHICAGO 


Phones 

Main  4102 
Auto  4102 


Consulting  and  Expert  Accountant 

SUITE  1403,  SCHILLER  BUILDINQ 


L.lIVi;: 
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Articles  appearing  in  The  Au  ditor  are  notto 
be  read  as  having  received  the  endorsement  of  the 
society,  but  are  to  be  taken  as  individual  express- 
ions of  opinion,  and  as  such  may  be  answered  in 
future  issues.  The  Editor  invites  contributions 
from  all  Accountants. 


Our  last  issue  seems  to  have  pleased  a 
number  of  people,  judging  from  their  com- 
mendatory expressions,  and  we  are  encour- 
aged to  “keep  it  up.”  Of  course  we  would 
have  kept  it  up,  even  though  we  were  com- 
pelled to  dodge  brickbats ; but  it  smooths 
the  way  and  lightens  the  task  to  have  our 
efforts  appreciated.  To  those  friendly 
souls  who  know  the  value  of  a little  en- 
couragement, we  have  to  say  that  we  expect 
to  be  found  pounding  away  at  the  same  old 
stand  for  many  moons ; certainly  as  long  as 
there  remains  a reputable  business  house, 
within  our  “sphere  of  influence,”  uncon- 
vinced that  the  services  of  a Certified  Pub- 
lic Accountant  are  a positive  necessity. 


In  our  last  issue  there  appeared  an  article 
on  “Stocktaking,”  which  dealt  with  the 
practice  of  pricing  the  raw  material  on 
hand  at  Market  price.  It  was  pointed  out 
that  in  cases  where  a large  quantity  of  raw 
material  was  necessarily  carried  in  stock, 
the  fluctuation  in  price  resulted  in  a show- 
ing of  fictitious  profit  or  a loss,  according 
to  whether  the  Market  price  was  high  or 
low.  Since  this  article  appeared  in  print, 
the  Annual  reports  of  two  important  Iron 
and  Steel  Companies  have  been  published. 
From  these  reports  it  appears  that  in 
one  case  $669,616.41  and  in  the  other 
$695,640.00  was  written  off  raw  and  fin- 
ished materials  to  adjust  the  Inventories. 
In  one  case  it  is  shown  that  in  1901, 
$158,527.00  was  charged  off  in  a similar 
manner. 

It  clearly  appears  that  both  these  Com- 
panies have  been  showing  earnings  in  the 
two  former  years,  part  of  which  were  made 
from  increasing  the  prices  at  which  the  raw 
and  finished  material  on  hand  were  figured. 
This  clearly  shows  the  danger  of  pricing 
Stock  in  Trade  at  Market  prices  for  the 
purpose  of  figuring  Inventories,  when  such 
stock  is  subject  to  market  fluctuations. 

From  the  published  reports  it  does  not 
appear  that  either  of  these  Companies 
employ  outside  Auditors;  had  they  done  so 
it  is  probable  that  the  danger  of  inflating  the 
profits  would  have  been  called  to  the  atten- 
tion of  the  Board  of  Directors  in  such  a 
convincing  manner  that  it  would  have  been 


provided  against.  The  Directors  would 
ensure  the  confidence  of  the  Public  and 
relieve  tliemselves  of  much  responsibility  if 
they  would  elect  an  outside  Auditor. 


In  his  address  before  the  Illinois  Bankers’ 
Association,  Mr.  Ridgely,  the  Comptroller 
of  the  Currency,  made  an  earnest  plea  for 
more  effective  supervision  of  the  banks  by 
the  directors.  While  giving  due  credit  to 
the  official  examiners,  he  rightly  claimed 
that  no  bank  examiner  was  able  to  give 
sufficiently  thorough  attention  to  the  affairs 
of  a bank  in  the  limited  time  at  his  disposal 
and  then  he  made  the  significant  state- 
ment : “The  directors  should  have  frequent 
thorough  examinations  made  by  committees 
of  the  board  or  experts  employed  for  the 
purpose.” 

It  is  a great  point  gained  by  the  public 
accountant,  when  the  head  of  an  important 
department  of  the  government  thus  publicly 
recommends  the  employment  of  outside 
examiners  to  supplement  the  work  of  his 
own  official  staff.  -Accountants  have  long 
recognized  the  value  to  the  banks  of  such 
examinations,  but  we  are  of  the  opinion  that 
this  is  the  first  time  that  they  have  been 
recommended  by  the  chief  of  the  bank 
department  of  the  general  government. 


At  the  convention  of  the  Illinois  Bankers’ 
Association  last  month,  there  was  an  exam- 
ple of  the  way  in  which  system  men  are 
reaching  out  for  business  that  should  belong 
to  the  certified  public  accountant.  On  a 
table  in  one  corner  of  the  room  in  which 
the  bankers  assembled  there  was  displayed 
a complete  set  of  bank  account  books  de- 
vised by  a well-known  company  whose  prin- 
cipal business  is  the  selling  of  special 
rulings,  and  who  claim  to  be  accountants, 
and  behind  the  table  was  a very  suave 
young  man  who  was  ready  to  show  the 
books  and  to  descant  persuasively  on  their 
merits.  The  books  were  very  fine  speci- 
mens of  ruling  and  printing,  and  the  bind- 
ings all  that  could  be  desired  for  service  or 
appearance.  There  were  also  for  free  dis- 
tribution, paper  weights  in  the  shape  of  a 
turtle  made  of  brass  and  enamel  inscribed, 
“Swim  Out  of  Your  Accounting  Troubles. 
We’ll  Throw  You  a Life  Line,”  followed 
by  the  name  of  the  company.  Altogether 
it  was  a most  taking  exhibit,  and  many  of 
the  bankers  were  giving  it  close  attention. 

Accountants  know  that  while  these  sys- 
tem men  have  many  excellent  ideas,  and 
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dev'ise  systems  that  are  well  suited  to  some 
of  their  customers,  they  are  too  prone  to 
load  a concern  up  with  an  elaborate  outfit 
of  blanks  that  they  do  not  need.  They  are 
also  apt  to  employ  men  who  fall  into  ruts 
and  insist  on  fitting  the  office  to  some  pet 
system.  But  the  general  public  is  not  so 
well  posted  in  regard  to  the  wiles  of  these 
smooth  talkers  and  is  frequently  made  to 
suffer  for  its  ignorance. 

It  is  difficult  for  the  professional 
accountant  to  protect  either  the  public  or 
the  profession  from  the  men  who  are  thus 
commercializing  what  should  be  a strictly 
professional  matter.  He  cannot  stoop  to  the 
drummer-like  methods  of  the  traveling 
salesman  without  losing  his  professional 
character.  It  would  seem,  however,  as  if 
some  action  should  be  taken  by  societies  of 
accountants  in  the  different  states  to 
enlighten  the  public  as  to  the  folly  of  en- 
trusting the  important  matter  of  office  and 
factory  systems  to  those  whose  principal 
object  is  to  sell  as  many  blanks  of  as  many 
varieties  as  the  customer  can  be  induced  to 
take. 


Now  that  the  election  has  been  held  and 
officers  chosen  in  a majority  of  states,  it  is 
time  to  call  the  attention  of  such  officers 
to  the  necessity  of  having  audited  the  ac- 
counts of  all  boards  or  commissions  author- 
ized to  disburse  State  funds.  The  taxpay- 
ers of  the  State  are  as  much  entitled  to 
protection  in  the  matter  of  the  proper  dis- 
bursement of  the  State’s  funds  as  are  the 
stockholders  of  a private  corporation  in  the 
matter  of  expenditures  by  its  officers  and 
employes.  Lax  business  methods  in  public 
places  have  continued  long  enough,  and 
there  can  be  urged  no  good  reason  why  the 
stewardship  of  trustees  should  not  be  made 
the  subject  of  impartial  investigation  by  a 
disinterested  public  accountant.  If  the  fuqds 
of  the  State  have  been  properly  and  law- 
fully handled,  the  officers  handling  the  same 
are  entitled  to  have  that  fact  known.  If 
such  funds  have  been  unlawfully  or  im- 
properly handled,  the  taxpayers  and  the 
general  public  are  entitled  to  that  knowl- 
edge. From  any  point  of  view,  the  proposi- 
tion to  have  audited  the  books  of  the  vari- 
ous boards  and  commissions  handling  State 
funds,  is  one  that  must  meet  with  the  ap- 
probation of  the  non-office-holding  portion 
of  our  population — and  it  is  somewhat  the 
greater  portion.  Illinois  has  just  elected 
as  her  next  Governor  a man  of  high  ideals 
and  good  morals ; a man  who  has  demon- 
strated beyond  question  that  he  believes  the 
oath  subscribed  to  upon  assuming  the  du- 
ties of  a public  office  is  a sacred  one,  to  be 
respected  in  the  spirit,  in  the  substance  and 
in  the  letter.  The  people  of  Illinois  expect 
much  of  him  and  we  feel  that  they  will  not 


be  disappointed.  To  fully  satisfy  them, 
however,  we  believe  that  Mr.  Deneen 
should,  upon  assuming  office,  cause  to  be 
audited  the  accounts  of  all  bodies  disburs- 
ing State  funds,  and  should  serve  notice  on 
his  appointees  that  their  acts  and  doings 
would  be  subjected  to  a careful  scrutiny  by 
disinterested  public  accountants  of  his  own 
selection.  In  adopting  this  course  he  would 
be  merely  applying  to  public  affairs  the  pol- 
icy pursued  by  all  properly  managed  busi- 
ness houses ; a policy  that  has  so  often 
proved  its  value  as  to  need  no  recommenda- 
tion and  no  defense.  The  only  objection  that 
will  be  urged  to  this  proposition  will  come 
from  those  interested  in  concealing  their  acts 
and  doings,  and  to  such  objections  the  Gov- 
ernor-elect cannot  afford  to  listen.  As  we 
said  before,  if  the  funds  have  been  properly 
handled  the  trustees  are  entitled  to  have 
it  known,  and  if  they  have  been  improperly 
handled  the  public  is  entitled  to  know  it. 
Other  Governors,  while  acknowledging  the 
desirability  of  this  action,  have  lacked  the 
courage  to  carry  it  out  in  the  face  of  the 
opposition  of  the  politicians.  We  believe 
Charles  S.  Deneen  has  sufficient  courage  to 
do  what  is  right,  no  matter  who  opposes 
his  action.  He  owes  none  of  his  political 
advancement  to  politicians  of  the  “stall  fed” 
class,  and  he  knows  their  opposition  can- 
not hurt  him.  On  the  contrary,  he  knows 
that  the  people  of  every  State  may  be  de- 
pended upon  to  support  officers  who  do 
their  plain  duty  under  the  law.  We  believe 
Mr.  Deneen  will  see  the  public  benefit  and 
the  party  advantage  that  will  accrue  from 
the  adoption  and  execution  of  the  policy 
we  have  outlined,  and  that  he  will  be  found 
at  the  proper  time  carrying  it  into  effect. 


The  Chicago  papers  of  November  12  con- 
tained the  news  of  the  conviction  of  two 
trusted  bank  employes  charged  with  the 
embezzlement  of  $20,000  and  $90,000,  re- 
spectively. The  general  public,  upon  read- 
ing this  news,  probably  gave  a grunt  of  sat- 
isfaction that  the  penalty  of  the  law  for  such 
wrongdoing  had  been  exacted,  and  gave  it 
no  further  thought.  The  officials  of  the 
looted  banks  probably  congratulate  them- 
selves upon  the  fact  that  these  embezzlers 
were  industriously  prosecuted,  and  cheer 
themselves  with  the  thought  that  the  other 
employes  now  have  before  them  some  awful 
examples.  Before  these  officials  become  too 
well  satisfied  with  their  actions  in  this  mat- 
ter it  might  be  well  for  them  to  ask  them- 
selves whether  the  crimes  for  which  these 
men  are  to  be  punished  could  not  have  been 
prevented  and  all  of  the  loss  and  trouble 
avoided  by  having  had  their  work  looked 
into  from  time  to  time  by  competent  ac- 
countants. 

The  deterrent  effect  of  frequent  auditing 


on  an  employe  of  weak  moral  structure  is 
indisputable.  Hundreds  of  the  best  busi- 
ness houses  in  Illinois  have  the  accounts  of 
their  trusted  employes  audited  regularly, 
though  they  are  reasonably  certain  that 
nothing  wrong  will  be  found.  They  know, 
however,  that  temptation  is  not  so  likely  to 
beset  an  employe  when  he  knows  that  his 
wrongdoing  is  sure  to  be  discovered  when 
his  accounts  are  examined,  and  knows  they 
will  be  examined  at  a comparatively  early 
date.  The  directors  of  these  banks  are  not 
without  responsibility  in  matters  of  this 
kind.  If  they  had  not  been  too  short- 
sighted, or  had  not  been  “penny  wise  and 
pound  foolish,”  these  convicts  might  still 
be  useful  employes  leading  exemplary  lives. 
What  right  has  a board  of  directors  to  neg- 
lect to  take  every  precaution,  not  only  in 
protecting  the  safety  of  the  funds  com- 
mitted to  their  stewardship,  but  as  well  in 
saving  from  temptation  those  who  are  in 
their  employ?  The  question  asked  thou- 
sands of  years  ago,  “Am  I my  brother’s 
keeper,”  has  been  answered  affirmatively. 
These  directors  share  some  of  the  responsi- 
bility for  these  crimes.  To  the  extent  that 
they  failed  to  provide  proper  safeguards 
against  the  commission  of  these  crimes,  and 
to  the  extent  that  they  made  temptation 
greater,  they  are  'culpable. 

Their  duty  to  their  trust  and  to  society  is 
not  discharged  by  the  conviction  and  pun- 
ishment of  the  lawbreaker.  If  they  could 
have  kept  him  from  being  a lawbreaker  by 
the  exercise  of  reasonable  precautions  they 
are  to  that  extent  responsible  for  the  crime. 
Their  miserable  ideas  of  economy  have 
helped  to  make  two  formerly  respectable 
citizens,  convicted  felons,  and  have  aided  in 
bringing  disgrace  upon  aged  parents,  heart- 
broken wives  and  helpless  children.  Would 
it  not  have  been  better  to  have  carried  a 
few  hundred  dollars  less  to  the  surplus  ac- 
count, and  have  done  what  was  possible  to 
prevent  these  crimes?  Directors  need  to 
ponder  whether  they  are  discharging  all 
the  duties  they  have  assumed. 


We  regret  to  announce  the  recent  death  in 
Manchester,  England,  of  Air.  Edwin 
Guthrie,  Fellow  and  one  of  the  seven  peti- 
tioners to  whom  the  Royal  Charter  of  the 
Institute  of  Chartered  Accountants  in  Eng- 
land and  M''ales  was  granted  Alay  nth, 
1880. 

Air.  Guthrie  was  a leading  authority  on 
Alunicipal  Accounting  and  actively  con- 
nected with  the  Institute  until  his  death.  He 
enjoyed  a large  practice  in  England,  one  of 
his  appointments  being  that  of  auditor  to  the 
Alanchester  Ship  Canal,  and  he  was  also 
well  and  favorably  known  in  this  countr)^ 
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IHH  -‘JAPS”  KNOW  A GOOD  IHING,. 
The  following  balance  sheel.  discloses  I he 
fact  that  the  Japanese — “the  Yankees  of 
the  East” — know  the  value  of  an  auditor’s 
certificate.  The  balance  sheet  is  interesting 
also  in  many  particulars,  sufficiently  so,  as 
we  think,  to  justify  its  reproduction  here; 

Ii'OItTY-NINTII  REPORT  OP 

TllIO  YOKOHAMA  SI'KOIE  BANK,  LIMITED. 

(Yokohama  Shokiii  Ginko). 

I’rosmitecl  to  the  SharelioUlei'S  at  the  half-yearly 
ordinaiy  general  meeting,  held  at  the  head  office, 
Yokohama,  on  Saturday,  September  10,  1904. 

Yen. 

Capital  subscribed  24,000,000 

Capital  paid  up  18,000,000 

Heserve  fund  9,520,000 

Directors. 

Nagatane  Soma,  Esq.  Yuki  Y'amakawa,  Esq. 

Kamenosuke  Misaki,  Ekq.  Rokuro  Ilara,  E.sq. 

Kokichi  Sodona,  Esq.  Ippel  Wakao,  Esq. 

Riyemon  Kimura,  Esq. 

President — Nagatane  Soma,  Esq. 

Vice-President — Kamenosuke  Misaki,  Esq. 

Branch  Offices. — Kobe,  Nagasaki,  Tokio,  Dalny, 
Hong  Kong,  Newchwang,  Peking,  Shanghai,  Tientsin, 
New  York,  San  Francisco,  Hawaii,  Bombay,  London, 
Lyons.  Head  Office — Yokohama. 

To  the  Shareholders. 

Gentlemen  : — The  directors  submit  to  you  the  an- 
nexed statement  of  the  liabilities  and  assets  of  the 
bank  and  profit  and  loss  account  for  the  half-year 
ending  June  30,  1904. 

The  gross  profits  of  the  bank  for  the  past  half-year, 
including  yen  426,667,884  brought  forward  from  last 
accounts,  amount  to  yen  6,489,418,194,  of  which  yen 
4,582,417,636  have  been  deducted  for  current  expenses, 
interests,  etc.,  leaving  a balance  of  yen  1,907,000,558. 

The  directors  now  propose  that  yen  200,000,000  be 
added  to  the  reserve  fund,  raising  it  to  yen  9,520,000,- 
000,  and  that  100,000,000  be  placed  to  the  silver 
funds.  From  the  remainder  the  directors  recommend' 
a dividend  at  the  rate  of  12  per  cent  per  annum, 
which  will  absorb  yen  720,000,000  on  old  shares 
and  yen  360,000,000  on  new  shares,  making  a total  of 
yen  1,080,000,000, 

The  balance,  yen  527,000,558,  will  be  carried  for- 
ward to  the  credit  of  next  account. 

Nagatane  Chairman. 

Head  Office,  Yokohama,  September  10,  1904. 

BALANCE  SHEET  (June  30,  1904). 


Liabilities.  Y. 

Capital  paid  up  18.000,000,000 

Reserve  fund  9.320,000,000 

Reserve  for  doubtful  debts 235,381,830 

Reserve  for  depreciation  of  bank's 

premises,  properties,  furniture,  etc.  607,345,000 

Reserve  for  silver  funds 400,000,000 

Deposits  (current,  fixed,  etc.) 72,772,029,062 

Bills  payable,  bills  rediscounted,  ac- 
ceptances and  other  sums  due  by  the 

banks  94,674,192.114 

Dividends  unclaimed  5,194,520 

Amount  brought  forward  from  last  ac- 
count   427,667,884 

Net  profit  for  the  past  half-year 1,479,332,674 


Yen  197,921,143,084 

Assets. 

Cash  Account—  Y.  Y. 

In  hand  6,664,228,250 

At  bankers’  6,860,130,990 

13,524,359,240 

Investments  in  public  securities 19,986,648,440 

Bills  discounted,  loans,  advances,  etc..  51,895,124,020 

Bills  receivable  and  other  sums  due  to 

the  bank  110,2.84,672,504 

Bullion  and  foreign  money 161,514,930 

Bank's  premises,  properties,  furniture, 

etc 2,068,823,950 


Yen  197,921,143,084 
PROFIT  AND  LOSS  ACCOUNT. 

Y. 

To  current  expenses,  interests,  etc 4,582.417.636 

Reserve  fund  200.000,000 

Reserve  for  silver  funds 100,000,000 

Dividend — • 

Yen  6,000  per  share  for  120,000  5 
old  shares  = yen  720,000,000  ; 
and  1,080,000,000 

Y’en  3,000  per  share  for  120,000 
new  shares  = yen  360,000,000.  J 
Balance  carried  forward  to  next 

account  527,000,558 


Yen  6,489,418,194 

Y. 

By  balance  brought  forward  December 

31,  1903  427,667,884 

Amount  of  gross  profits  for  the 

half-year  ending  June  30,  1904 ...  6,061,750,310 


Yen  6,489,418,194 
We  have  examined  the  above  accounts  in  detail, 
with  the  books  and  vouchers  of  the  bank  and  the 
returns  from  the  branches  and  agencies,  and  find 
them  to  be  correct.  We  have  further  inspected  the 
securities,  etc.,  of  the  bank,  and  also  those  held  on 
account  of  loans,  advances,  etc.,  and  find  them  all 
to  be  in  accordance  with  the  books  and  accounts  of 
the  l),ank. 

Nobuo  T.vtima. 

Fukusaburo  Watanabe, 
Auditors 


ADDKItSS  Ol-  AlM'lilJR  I.f)Wl:S  DICKIN- 
SON, M.  A.,  I'.  C;.  A.,  C.  1’.  A. 

I’residcnt  of  the  ITderation  of  Societies  of  i'ub- 

lic  Accountants  in  the  United  States.  Deliv- 
ered at  the  'I'hird  Annual  Meeting  of 
the  I'ederation  held  at  the  New 
Willard  Hotel,  Washington, 

Tuesday,  October  i8,  lyo^. 

Gentlcnicii : — 1 have  to  thank  you  for  the 
honor  you  have  conferred  upon  me  in  elect- 
ing me  Tresident  of  this  Federation.  I feel 
that  it  is  a position  which  at  the  present 
time  calls  for  a great  deal  of  personal  work 
as  well  as  tact  on  the  part  of  the  President, 
and  it  is,  therefore,  with  some  hesitation, 
that  I accept  that  position,  feeling  that  there 
are  many  who,  in  view  of  their  closer  con- 
nection with  the  various  State  Societies,  and 
of  the  work  which  they  have  done  on  be- 
half of  the  profession  over  a long  period  of 
years,  as  well  as  from  their  acknowledged 
abilities  and  their  acquaintance  with  the 
general  body  of  Accountants  all  over  the 
country,  could  have  filled  that  position  with 
greater  advantage  to  the  profession  than 
myself.  I will  say,  however,  that  you  may 
feel  satisfied  that  I am  prepared  to  devote 
a large  portion  of  my  time  to  this  work,  and 
I will  only  ask  that  you  will  accord  to  me 
the  same  loyal  support  that  has  been 
accorded  to  the  officers  of  the  Federation  in 
the  past.  I again  thank  you  most  sincerely 
for  the  confidence  you  have  shown  in  my- 
self in  electing  me  to  this  important  office. 

Not  the  least  important  of  the  high  aims 
which  this  Federation  has,  from  its  initia- 
tion, endeavored,  and  I believe  successfully 
endeavored,  to  attain  is  that  which  requires 
that  the  position  to  which  its  officers  are 
elected  should  be  held  solely  in  the  interests 
of  the  Federation,  and  that  the  use  or  any 
suspicion  of  the  use  of  that  official  position 
for  the  professional  advancement  of  their 
own  interests  is  a breach  of  that  high 
standard  which  we  are  all  endeavoring  to 
set  for  our  profession.  I think  it  is  perhaps 
a good  thing  that  the  incoming  President 
should  reiterate  this  principle  and  declare  at 
the  commencement  of  his  period  of  office 
that  he  holds  this  position  in  trust  for  the 
benefit  of  the  whole  profession  and  should 
pledge  himself  not  in  any  way  to  use  it 
for  his  own  personal  purposes.  I feel  that 
this  principle  has  been  loyally  observed  by 
the  officers  in  the  past,  and  I am  sure  it 
will  be  equally  loyally  observed  by  those 
whom  you  have  elected  now,  or  may  elect 
in  the  future. 

Many  of  you  have  recently  attended  the 
first  Congress  of  Accountants  at  St.  Louis, 
and  have  listened  to  many  valuable 
addresses  and  papers  on  the  subject  of  the 
past  and  future  of  our  profession,  both  , in 
this  country  and  abroad,  and  all  of  you 
who  were  not  so  fortunate  as  to  be  able  to 
attend  will  shortly  have  the  opportunity  of 


reading  all  those  addresses  in  print;  it 
seems,  therefore,  siiperlluou.s,  especially  in 
view  of  the  report  which  our  late  Secre- 
tary, Mr.  Wilkinson,  has  made  to-day,  to 
trouble  you  with  any  further  remarks  on 
that  subject,  and  I propose  merely  to  say  a 
few  words  to  you  with  regard  to  one  or  two 
essential  features  of  our  Organization  and 
to  the  manner  in  which  they  are  being  cared 
for  in  the  negotiations  at  present  proceed- 
ing with  the  American  Association  of 
Public  Accountants;  and  then  to  outline  in 
a general  way  the  most  important  matters 
which  are  likely  to  come  before  the  Execu- 
tive Board  of  the  Federation  during  the 
ensuing  year  in  the  line  of  the  general 
advancement  of  the  interests  of  our  pro- 
fession. 

It  IS  customary  that  a President’s  address 
shall  avoid  controversial  topics.  In  dealing 
with  such  subjects  as  I have  mentioned 
above,  it  is  not  possible  altogether  to  avoid 
them,  but  I shall  endeavor  to  deal  with 
them  in  such  a way  as  to  give,  shortly,  the 
facts  on  both  sides  and  to  suppress  my 
own  iiersonal  opinions  in  the  matter  as  far 
as  possible. 

The  subject  which  I think  you  will  all 
agree  to  be  at  the  present  time  of  the  most 
vital  importance  to  the  future  of  the  pro- 
fession will  be  fully  dealt  with  in  the  report 
to  be  presented  to-day  to  the  Executive 
Board  by  the  Special  Conference  Commit- 
tee, viz.,  the  possibility  of  extending  the 
scope  of  our  present  National  Society  by- 
affiliating  with  the  American  Association  of 
Public  Accountants.  This  body,  as  you 
know,  was  incorporated  in  New  York  in 
the  year  1887,  and  was  from  that  date  until 
the  formation  of  this  Federation  practically 
the  only  national  Association  in  existence. 
Owing  largely  to  the  form  of  its  Constitu- 
tion and  By-Laws,  it  remained  throughout 
that  period  almost  entirely  a New  York 
Society;  its  meetings  were  held  in  New 
York,  its  officers  have  been  almost,  without 
exception.  New  York  Accountants,  and 
while  it  has  a fair  scattering  of  members 
throughout  the  other  States,  it  was  gen- 
erally felt  that  the  interests  of  those  mem- 
bers in  outside  States  could  not  be  attended 
to  as  they  should  be,  if  the  Society  were 
to  be  of  a National  character.  It  was  from 
this  general  feeling  in  the  States  outside  of 
New  York,  that  the  formation  of  the  Fed- 
eration of  Societies  of  Public  Accountants 
has  sprung,  and  while  we  must  all  agree 
that  its  growth,  I might  almost  say  won- 
derful growth,  during  the  past  tivo  years 
is  due  larg-ely  to  our  friend  and  late  Secre- 
tary, Ceorge  Wilkinson,  it  is  based  upon 
the  desire,  in  the  various  States  which  have 
joined  the  Federation,  for  a real  National 
Organization  of  which  they  could  become 
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iiicml)crs.  If  tins  desire  liad  not  existed,! 
and  existed  very  stmnf;ly,  all  the  work 
which  has  been  so  ahly  performed  in  the 
past  two  years  wonld  not  have  hron<;ht  (lie 
Iw^lcration  into  the  position  which  it  occn- 
pics  to-day,  as  the  representative  of  the 
whole  body  of  practicing  Accountants  in 
the  country,  exclusive  only  of  the  territory 
in  the  immediate  neighborhood  of  New 
York  City.  But  this  exception  is  an  ex- 
tremely important  one — the  body  of  Ac- 
countants in  New  York  is,  and  will  prob- 
ably remain,  the  most  important  individual 
body  in  the  United  States.  Strong  as  the 
b'cderation  undoubtedly  is,  and  stronger 
as  it  undoubtedly  will  grow,  it  can  never 
reach  the  ideal  which  its  founders  and  its 
j)resent  members  have  in  view,  of  the  Na- 
tional Society  yn  the  United  States,  so 
long  as  the  New  York  Accountants  are  not 
represented  therein.  This  fact,  which  I 
think  we  must  all  admit,  has  been  the  basis 
of  the  attempts  which  have  been  made 
from  time  to  time  during  the  last  two  years 
to  come  to  an  agreement  on  national  lines 
with  the  American  Association  of  Public 
-Accountants ; and  these  negotiations  are  at 
])resent  so  nearly  consummated  that  I cannot 
but  think  that  when  the  details  come  to  be 
examined,  as  they  must  be  shortly  by  the 
K.xecutive  Board  of  the  Federation,  the 
chances  of  their  acceptance  thereby,  and 
eventually  by  the  constituent  Societies  them- 
selves, are  most  promising.  And  here  let 
me  say  that  in  such  an  agreement  wdiich  has 
so  nearly  now  been  reached,  it  is  essential 
that  both  parties  should  be  prepared  to  con- 
cede whatever  are  not  the  essential  princi- 
ples of  their  belief.  There  is  a great  deal 
to  be  said  for  preserving  the  name  and  char- 
ter of  the  body  which  was  the  first  repre- 
sentative of  the  Public  Accountants  in  this 
country,  if  that  name  can  be  attached  to  a 
real  national  organization.  The  essential 
])rinciples  for  which  the  Federation  has  been 
fighting  is  that  the  national  body  must  be, 
like  the  Congress  of  the  United  States,  a 
body  representing  districts,  and  not  indivi- 
duals ; that  it  should  not  in  any  way  interfere 
w'ith  any  action  wdiich  individuals  grouped 
ill  any  district  may  choose  to  take,  pro- 
vided that  it  is  within  the  lines  laid  dowm 
by  the  constitution  and  by-laws  of  the  na- 
tional body,  and  even  then  the  iiiational  body 
cannot  e-xert  any  pressure  on  the  constituent 
bodies  unless  they,  too,  are  acting  contrary  to 
their  own  charter.  This  principle  is,  I 
believe,  largely  through  the  influence  of  the 
b'ederation,  admitted  by  the  great  body  of 
accountants  tbroughout  the  country,  but 
there  wdll  always  be  a certain  minority  wdio 
are  not  in  line  wdth  tins  idea,  and  who  have, 
under  the  e.xisting  regulations  of  the  Ameri- 
can Association,  certain  rights  of  which  they 
cannot  legally  be  deprived.  The  policy 


which  will  be  laid  before  tbc  executive 
board  of  the  b'ederation  is  that  of  recogniz- 
ing. for  the  sake  of  harmony,  and  the  ob- 
jects that  can  be  attained  by  a great  na- 
tional body,  the  individual  rights  of  this 
small  minority,  hut  at  the  same  time  re- 
fusing to  extend  those  rights  to  other  in- 
dividuals. While  this  may  not  be  an  ideal 
conception  at  the  present  time,  it  has  all  the 
foundations  of  an  ideal  conception  on  the 
lines  on  which  we  have  been  working  for 
the  last  two  years  in  this  Federation,  and 
at  the  same  time  partly  as  the  result  of  the 
experience  of  the  Federation,  it  is  possi- 
ble to  improve  in  some  directions  on  our 
own  organization.  To  one  somewhat  im- 
pcjrtant  departure  from  this  organization  1 
especially  wish  to  direct  your  attention. 

We  are  all  w’orking  to  extend  the  degree 
of  Certified  Public  Accountant  throughout 
the  country,  and  at  the  same  time  to  elevate 
that  degree  until  it  really  comes  to  mean  in 
fact  Avhat  its  title  means  in  theory,  viz. : 
That  the  holder  of  the  degree  is  a person 
qualified  in  every  way  to  practice  as  a Public 
Accountant.  Y'e  also  all  know'  that  at  the 
present  time  the  efifective  force  of  the  degree 
is  very  much  less  than  it  should  be,  and  that 
much  hard  work  remains  to  be  done  before 
the  mere  fact  of  the  acquisition  of  this  de- 
gree means  that  the  holder  is  qualified  to 
practice.  In  the  meantime,  there  are  un- 
doubtedly a large  number  of  Accountants 
scattered  tbroughout  the  country  who  are 
I not  Certified  Public  Accountants,  and  who 
for  one  reason  or  another  cannot  become  so 
wdthout  passing  an  examination,  which  to 
a man  of  any  age  and  experience  would 
probably  prove  a fatal  objection.  More- 
over, at  the  present  stage  such  men  may 
say  that  they  do  not  see  at  the  present  time 
(hat  the  standard  of  the  Certified  Public 
Accountants  is  any  higher  than — or  as  high 
possibly — as  their  owm,  and  it  must  he  ad- 
mitted that  there  is  a great  deal  of  force  in 
this  argument. 

If  the  Certified  Public  Accountant  degree 
is  to  be  the  recognized  mark  of  the  Public 
Accountant  throughout  the  country,  it  must 
be  so  not  only  in  name,  but  in  fact,  and  at 
any  rate  until  it  is  so  in  fact  there  will  al- 
ways be  practicing  Accountants  w ho  do  not 
hold  that  degree  and  w ho  are  as  qualified  to 
call  themselves  Public  Accountants  as  are 
the  holders  of  the  degree.  Now,  it  will 
probably  be  admitted  that  a National  Body, 
to  be  efifective,  must  comprise  all  practicing 
Public  Accountants  in  the  country,  and 
that  if  any  considerable  section  remains 
outside  that  National  Body  it  will  be  a 
danger  to  the  profession  and  will  certainly 
hamper,  if  it  does  not  entirely  prevent,  its 
efforts  to  obtain  National  or  State  recogni- 
tion. We  have  only  to  look  at  the  results 
of  the  policy  of  exclusion  practiced  for 


many  years  past  hv  the  Institute  of  Chart- 
ered -\ccountants  in  Fngland  and  Wales 
toward  the  Society  of  Accountants  and 
-Auditors  in  that  conniry  to  see  what  must 
result  from  the  existence  of  tw'o  competing 
National  Bodies.  However  high  the  stand- 
ard may  be  of  one  as  compared  with  the 
other,  the  former  will  never  be  able  to  ob- 
tain privileges  for  itself  alone,  because  of 
the  opposition  of  the  other;  and  it  is  this 
sort  of  conflict  between  two  bodies  which 
our  owm  National  Organization  should  en- 
deavor by  all  means  in  its  power  to  avoid. 
If  an  attempt  is  made  to  confine  the  Na- 
tional Body  either  now  or  in  the  near  future 
to  a body  of  Certified  Public  Accountants, 
it  is  inevitable,  as  has  happened  in  other 
countries,  that  there  should  grow  up  in  con- 
flict with  it  another  body,  the  members  of 
which  are  not  so  certified.  The  organiza- 
tion of  the  uncertified  Public  Accountants 
is  one  of  the  problems  for  the  near  future 
that  demands  the  gravest  consideration ; and 
the  points  for  consideration  would  seem  to 
be:  Firstly,  shall  they  form  a part  of  the 

National  Organization?  Secondly,  shall 
they  be  individual  members  of  that  organiz- 
ation or  shall  they  be  organized  into 
groups  ? Thirdly,  shall  those  groups  be 
groups  by  States  or  Districts  affiliated  to 
the  Certified  Public  Accountant  bodies  al- 
ready e-xisting,  or  shall  they  be  separate 
and  independent  Societies  in  those  States 
or  Districts,  w’orking  in  hannony  with  the 
Certified  Societies  through  the  National 
Body?  The  solution  of  this  problem  de- 
mands the  most  careful  consideration,  not 
only  of  the  Executive  Board  of  the  Federa- 
tion, but  also  of  the  Certified  Public  Ac- 
countant Societies  in  those  .States  which 
have  already  obtained  a Certified  Public 
Accountant  law  or  wdiich  may  hereafter 
obtain  one.  The  one  essential  feature  wdiich 
should  be  borne  in  mind,  if  a National 
Society  is  to  be  really  National  and  efifec- 
tive, is  that  it  must  in  one  way  or  another 
control  the  wdiole  profession  wdthout  inter- 
fering wdth  the  rights,  prerogatives  or  du- 
ties of  the  separate  Societies,  and  this  con- 
trol, it  would  seem,  wdll  be  impossible  of 
attainment  unless  it  extends  not  only  to  the 
Certified  Societies,  but  also  to  the  uncerti- 
fied .Societies  as  well.  It  wdll  ultimately 
rest  wdth  those  who  have  the  degree  of 
Certified  Public  Accountant  to  prove  by 
their  work  that  they  are  more  fit  to  be 
trusted  wdth  the  increasingly  important 
duties  wdiich  will  fall  to  our  profession 
than  those  w ho  have  not,  for  one  reason  or 
another,  obtained  that  degree.  One  essen- 
tial for  the  progress  of  the  profession  and 
its  attainment  of  the  position  in  the  list  of 
professions  wdiich  we  are  all  desiring  is  the 
preservation  of  the  highest  possible  stand- 
ard of  attainments  and  conduct  on  behalf 
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of  its  individual  nicnihors,  wlictlicr  llicy  l)c 
Certified  or  LJiieertificd,  and  whatever  ac- 
tion may  be  taken  in  admitting;  to  tlic  Na- 
tional Body  the  nneertified  Accountants,  it 
will  have  to  be  based  on  the  same  high 
standard  that  is  already  in  process  of  adop- 
tion in  eight  States  tbrongb  the  Certified 
rnhlic  Accountant  law. 

'I'be  prospects  for  the  future,  taking-  into 
account  the  probable  snccessfnl  outcome  of 
the  negotiations  referred  to  above,  are  ex- 
cellent. It  is  hardly  necessary  at  this  time 
to  dilate  upon  the  importance  to  the  whole 
profession  of  a National  Society.  The  Con- 
gress recently  held  at  St.  Louis,  the  whole 
idea  of  which  originated  with  the  Federa- 
tion and  which  was  carried  out  under  its 
auspices,  was  a National  one  in  every 
sense ; and  it  has  successfully  shown  that 
a far  greater  infiuence  can  be  exerted  by  a 
National  Body  than  by  individual  Societies 
acting  in  their  own  States.  Any  State 
Society  taking  individual  action,  either 
legislative  or  otherwise,  will  be  stronger  if 
there  is  a recognized  National  Body,  repre- 
senting the  whole  profession,  upon  which  it 
can  call  for  assistance  at  any  time. 

Federal  recognition,  which  in  the  opinion 
of  many  must  come  sooner  or  later,  can 
only  be  obtained  by  a National  Body.  An 
Accounting  paper  or  magazine,  represent- 
ing all  the  Societies  throughout  the  coun- 
try and  spreading  abroad  a knowledge  of 
the  duties  and  responsibilities  of  the  pro- 
fession and  its  value  to  the  general  public, 
can  be  established  only  by  a National  Body 
representing  all  these  Societies.  C.  P.  A. 
legislation  in  the  different  States  can  be 
materially  assisted  by  such  a National 
Body,  and  the  example  set  by  that  Body  in 
maintaining  an  increasingly  high  standard 
of  attainments  and  conduct  throughout  the 
profession  must  be  invaluable  in  the  case 
of  the  formation  of  new  Societies  in  States 
where  they  do  not  at  present  exist.  Aiiother 
branch  of  the  work  of  a National  Body 
which  is  contemplated  is  the  appointment 
of  a standing  Advisory  Committee  to 
which  the  State  Societies  or  their  individual 
members  can  apply  in  strict  confidence  for 
opinions,  advice,  or  assistance,  in  matters  of 
principle,  practice,  legal  rights,  or  eticpiette, 
\vhich  may  come  up  from  time  to  time. 
Such  a Committee,  it  is  believed,  will  meet 
a real  need,  particularly  in  those  States  in 
which  the  number  of  practicing  Account- 
ants is  limited.  As  a practical  instance  of 
the  weight  which  a National  Society  carries 
may  be  mentioned  the  recent  action  of  the 
Census  Bureau  in  asking,  through  their 
official  representative,  Mr.  Powers,  for  the 
appointment  of  a Committee  of  Account- 
ants to  join  with  that  Bureau  in  a confer- 
ence on  Uniform  Municipal  Statistics,  to 
be  held  in  December  next. 


i'Ki\'ii.i';(;i';i)  ('om  m un  ic.\tions. 

I may  now  refer  to  a few  other  matters 
which  must  shortly  command  the  attention 
of  tlie  Executive  Board,  and  perhai)s  the 
first  among  these  is  tbc  attitude  which  the 
profession  as  a whole  should  ado])t  as  re- 
gards the  disclosure,  under  pressure  of  the 
Courts,  of  confidential  information  ac(|uircd 
in  the  course  of  their  i)rofessional  duties. 
In  England  the  Courts  admit  generally  the 
privileged  character  of  these  commnnica- 
tions,  and  I believe  I am  correct  in  stating 
that  an  Accountant  is  allowed  to  plead 
privilege  as  an  e.xcuse  for  not  answering 
questions  on  such  matters.  This  position 
has  been  obtained  not  by  statute  but  by  an 
expansion  of  the  ordinary  common  law  doc- 
trine on  privileged  communications  gen- 
erally. In  this  country,  as  I understand,  no 
such  privilege  is  as  yet  accorded  to  our  pro- 
fession, and  yet  the  matter  is  of  such  vital 
importance  that  it  may  be  safely  said  that 
any  disclosure  by  an  Accountant,  under 
compulsion  of  legal  process,  of  confidential 
information  so  acquired,  would  deal  a blow, 
not  only  at  the  standing  and  position  of  the 
individual,  but  of  the  profession  as  a 
whole,  which  it  might  take  years  to  recover 
from,  if  indeed,  recovery  were  ever  possible. 
It  seems,  therefore,  incumbent  on  us  that 
we  should  take  some  action  at  as  early  a 
date  as  possible  to  obtain  by  legislation  in 
the  various  states  an  extension  to  our  own 
profession  of  the  doctrine  of  privileged 
communications,  the  benefits  of  which  at 
present  are  accorded  to  lawyers,  doctors  and 
clergymen ; and  this  is  a matter  which 
should  undoubtedly  receive  the  earliest  con- 
sideration of  the  Executive  Board. 

EXEMPTION  FROM  Jl'RY  DUTY. 

The  matter  next  in  importance  from  the 
point  of  view  of  the  profession  generally, 
would  seem  to  be  that  of  exemption  from 
jury  duty.  This  has  already  received  some 
consideration  in  New  York  State,  but  no 
serious  endeavors  have,  I believe,  yet  been 
made  to  obtain  the  extension  to  our  pro- 
fession of  the  rights  which  are  at  present 
granted  to  the  other  learned  professions. 
In  view  of  the  fact  that  our  duties  are 
often  of  the  greatest  importance  in  jioint 
of  time  to  our  clients,  and  that  serious  loss 
may  be  at  any  time  inflicted  upon  them  and 
inferentially  upon  ourselves  by  the  action  of 
the  jury  law,  it  would  seem  desirable  that 
steps  should  be  taken  by  the  State  Societies 
to  obtain  exemption  for  the  members  of  our 
profession. 

A PRES.S  ORGAN  FOR  THE  PROFESSION. 

Another  matter  which  has  been  discussed 
to  a great  extent  from  time  to  time  is  the 
establishment  of  a publication,  whether 
weekly  or  monthly,  dealing  with  the  inter- 
ests of  our  profession.  The  time  seems  to 


be  coming  wben  tliis  (juestion  sbould  Iv 
seriously  considered  by  the  National  So- 
ciety. d'he  Illinois  .Society  has  already 
started  on  its  own  account  a small  maga- 
zine, upon  whicb  it  is  to  be  congratulated 
as  being  the  fir.st  effort  of  this  kind  ; this 
may  be  welcomed  as  a beginning,  but  it 
cannot  meet  the  real  needs  of  tbc  jirofession 
all  over  the  country  so  well  as  could  a pub- 
bcation  jiroduced  under  tbc  auspices  of  the 
National  Body  and  with  the  support  of  all 
the  State  Societies,  fl'lierc  arc  many  ways 
of  dealing  with  this  matter,  but  I think  it 
will  be  generally  admitted  that  whatever 
the  publication  is,  it  must  be  of  tbc  highest 
possible  standard  and  w'orthy  of  the  pro- 
fession ; that  it  should  be  a publication  rely- 
ing for  its  success  not  upon  general  com- 
mercial lines  but  upon  the  support  of  the 
whole  profession,  and  it  would  also  seem 
desirable,  in  order  to  make  the  standard  as 
high  as  possible,  that  advertisements  by- 
individual  Accountants  should  be  excluded 
and  in  their  place  a list  of  the  members  of 
all  the  affiliated  .Societies  should  form  a part 
thereof.  This,  too,  is  a matter  of  consider- 
able importance  which  will  require  much 
care  and  deliberation  on  the  part  of  the 
Executive  Board  and  also  much  consulta- 
tion with  the  various  State  Societies. 

AUDIT  COMPANIES. 

In  the  very  able  paper  read  by  our  late 
Secretary  at  the  recent  Congress  in  St. 
Louis,  some  strong  remarks  were  made  on 
the  subject  of  Audit  Companies,  which 
appeared  to  meet  with  the  general  approval 
of  those  assembled.  The  attitude  which 
the  profession  as  a whole  should  take 
towards  these  Companies  is  a subject  re- 
quiring the  most  careful  consideration. 
Many  of  us  believe  that  the  existence  of 
such  Companies  is  a danger  to  the  pro- 
fession. Many  others  of  us  feel  that  the 
profession  should  not,  as  a whole,  dictate 
the  manner  in  which  the  individual  mem- 
bers thereof  should  conduct  their  business, 
but  should  confine  itself  to  exacting  an 
equally-  hig'h  standard  from  all.  The  ques- 
tion is  full  of  difficulties ; there  are  wide 
divergencies  of  opinion,  and  each  side 
should  give  credit  to  the  other  for  pos- 
sessing as  high  ideals  of  professional 
morality  as  the  other  side,  and  no  action 
should  certainly-  be  taken  by-  the  National 
Body  on  this  subject  w-ithout  allowing  full 
opportunity  for  the  views  on  both  sides  to 
be  heard.  It  will,  hoivever,  probably  be 
generally-  admitted  by-  the  profession  that 
whatever  attitude  may-  be  adopted  toward 
these  Companies,  the  individual  Account- 
ants w-ho  may-  be  identified  therewith  are 
brother  professionals,  equally-  worthy  of 
trust  and  confidence  with  other  members 
of  the  profession  who  prefer  to  practice  as 
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individuals  rather  than  as  the  officials  of  a 
Company. 

These  are  only  a few  of  the  matters 
affecting  the  profession  in  National,  as  dis- 
tinct from  State  matters,  and  they  are  all 
of  such  a nature  that  no  single  State 
Society  can  successfully  deal  with  them. 
But  I would  add  to  these  claims  of  the 
National  Society  that  of  the  economy  in 
time  and  money  resulting  from  united 
action  on  all  matters  in  which  the  various 
Societies  have  common  interests.  On  other 
matters,  peculiar  to  individual  States,  while 
the  National  Body  is  ready  with  its  advice 
at  any  time,  it  does  not  seek  to  interfere; 
and  in  fact,  local  self-government  on  State 
matters  by  State  Societies  is  one  of  its  fun- 
damental principles. 

Such  a body  the  Federation  is  to-day,  and 
such  it  will  remain  in  ever  growing  strength 
for  the  benefit  of  our  great  profession  so 
long  as  it  is  loyally  supported  by  its  con- 
stituent Societies.  Those  Societies  which  are 
now  its  members  will  in  the  days  to  come 
feel  proud  that  through  their  exertions  and 
their  loyal  support  in  the  days  of  its  infancy, 
they  have  built  up  a splendid  National 
Organization  on  democratic  lines — one  in 
which  the  interests  of  all  sections  of  the 
profession  throughout  the  country  are  duly 
safeguarded  and  in  which  no  one  section, 
however  important,  is  allowed  to  dominate 
its  councils. 


PUBLICITY. 

ADDRESS  DELIVERED  BEFORE  THE  ILLINOIS 
bankers’  association  by  SEYMOUR 
WALTON,  A.B.,  C.P.A.,  REPRESENTING 
THE  ILLINOIS  SOCIETY  OF  CER- 
TIFIED PUBLIC  ACCOUNTANTS. 

In  one  of  his  messages  to  Congress,  our 
worthy  president  has  said  that  one  of  the 
safeguards  to  be  furnished  the  public  in  its 
dealings  with  the  large  aggregations  of 
capital  is  publicity,  but  he  did  not  state  what 
kind  of  publicity  he  referred  to.  There  is 
no  doubt  that  he  was  entirely  correct,  if  he 
meant  the  furnishing  to  the  public  of  the 
broadest  and  most  comprehensive  knowl- 
edge possible,  of  all  the  circumstances  de- 
pendent upon  the  organization  and  the  sub- 
sequent management  of  any  corporation 
whose  stock  is  oft'ered  for  .sale  on  the  ex- 
changes of  the  country.  But  if  the  publicity 
comprises  only  the  publication  of  a mass  of 
figures  that  no  one  can  understand,  and  does 
not  deal  with  the  manner  in  which  these 
figures  are  made  up,  no  possible  good  can 
result,  while  much  harm  may  be  done  by 
deluding  the  public  through  a false  show 
of  fairness  and  square  dealing. 

Recent  developments  in  regard  to  some 
of  our  most  important  combinations  of  capi- 
tal have  called  the  attention  of  the  general 
public  to  a condition  that  has  been  well 


known  to  bankers  and  brokers.  It  is  the 
most  vicious  characteristic  of  our  financial 
life  and  is  none  the  less  to  be  deprecated 
because  it  is  universal,  not  only  in  this 
country  but  in  England.  The  only  place  in 
which  it  is  not  tolerated  even  in  a slight  de- 
gree is  in  the  incorporated  bank,  and  for 
that  reason  it  would  seem  that  the  bankers 
of  the  country  were  the  proper  ones  to 
appeal  to  in  order  to  rid  ourselves  of  it. 

It  is  hardly  necessary  to  say  that  the 
objectionable  practice  referred  to  is  the  over- 
capitalization  of  incorporated  companies,  in 
other  words,  the  watering  of  stock.  While 
we  see  a great  deal  in  the  daily  papers 
about  this  practice,  it  is  doubtful  whether 
very  many  business  men  really  know  much 
about  it,  and  it  is  certain  that  the  widows 
and  orphans  who  are  sometimes  persuaded 
to  invest  in  stocks  dealt  in  by  reputable 
dealers  are  absolutely  ignorant  of  the  mat- 
ter, or,  if  they  have  some  inkling  of  it,  have 
no  idea  of  the  extent  to  which  it  is  carried. 

It  does  not  seem  necessary  that  we  should 
have  to  live  in  Utopia  before  we  can  bring 
about  a state  of  affairs  in  the  business 
world  where  the  absolute  truth  shall  be 
known  about  the  corporations  whose  stock 
is  offered  to  those  ignorant  of  the  wiles  of 
the  promoter  and  the  stock  jobber.  There 
are  two  classes  of  men  who  can  aid  in 
bringing  about  such  a consummation,  the 
banker  and  the  accountant.  At  present 
they  are  both  sometimes  used,  innocently 
enough,  perhaps,  to  pull  other  men’s  chest- 
nuts out  of  the  fire.  The  banker  is  taught 
to  look  at  the  earning  power  of  a stock  as 
a correct  measure  of  its  true  value,  and  as 
long  as  dividends  are  paid  regularly,  he  is 
apt  to  care  little  as  to  the  solid  foundation  of 
assets  on  which  the  company  may  or  may 
not  be  based.  The  fact  that  the  plant 
account  may  be  inflated  to  the  point  of 
bursting  by  the  water  that  has  been  pumped 
into  it  to  make  it  balance  against  the  capital 
account  is  apt  to  be  immaterial  to  him,  pro- 
vided there  is  a reasonable  certainty  of  the 
periodic  receipt  of  the  usual  dividend.  He 
does  not  stop  to  realize  that  he  never  values 
the  stock  of  his  own  or  of  another’s  bank  in 
the  same  way.  No  banker  would  buy  or 
recommend  the  stock  of  a bank  solely  on 
its  earning  power.  He  must  be  persuaded 
that  every  dollar  of  assets  represented  in  the 
left-hand  column  of  the  balance  sheet  is 
not  only  actually  present  but  that  it  is 
worth  all  it  pretends  to  be.  There  is  no 
toleration  of  water  there.  The  first  ques- 
tion asked  about  a bank,  concerns  the  real 
value  of  its  assets.  If  that  question  can  be 
answered  satisfactorily,  the  stock  is  worth 
its  hook  value.  The  earning'  power  then 
adds  a little  to  the  market  value,  but  only 
a little  in  comparison  with  the  total  value. 

The  law  safeguards  the  investor  in  bank 


stock  by  demanding  the  absolute  truth  in 
the  statements  made  to  the  public.  The 
banker  should  in  his  turn  demand  from  the 
law  that  the  same  truthfulness  should  be 
exacted  from  the  ordinary  corporation. 
There  is  a radical  difference,  however,  in 
the  data  making  up  the  statement  of  a bank 
and  that  of  the  usual  corporation.  In  the 
bank  the  assets  are  certain,  definite  items, 
whose  value  is  readily  ascertainable,  only 
two  of  which  are  susceptible  to  error,  inten- 
tional or  otherwise.  These  are  the  Stocks 
and  Bonds  and  the  Bills  Receivable.  They 
may  both  be  overvalued  by  officers  who  are 
of  too  sanguine  a disposition  or  who  may 
wish  to  give  the  stock  a fictitious  value  in 
the  eyes  of  investors  or  depositors.  This 
overvaluation  is  easily  detected  by  the  bank 
examiners  and  is  not  usually  indulged  in  by 
any  but  the  most  reckless  class  of  bankers, 
whose  general  reputation  is  usually  suffi- 
cient to  warn  the  public  against  trusting 
too  implicitly  to  their  statements.  Of 
course,  we  are  not  now  considering  cases 
of  deliberate  falsification  for  the  purpose 
of  concealing  a defalcation. 

In  the  usual  manufacturing,  trading  or 
public  utility  corporation  we  find  a very 
different  state  of  affairs.  The  original  cost 
of  the  plant  is  not  known  to  the  public  and 
the  figures  representing  it  in  the  statement 
may  be  inflated  to  a relatively  erroneous 
amount,  without  detection.  Those  who  are 
on  the  inside  know  that  this  is  almost  uni- 
versally the  case.  At  the  best,  the  cost  of 
the  plant  represents  in  full  the  bonds  out- 
standing, leaving  the  capital  stock  no  repre- 
sentation whatever,  except  the  hypothetical 
value  of  the  franchise  or  good  will.  In 
many  cases  it  is  necessary  to  supplement 
the  actual  value  of  the  real  assets  with  a 
portion  of  the  supposed  value  of  the  fran- 
chise in  order  to  cover  the  bonds  issued  at 
a discount. 

The  stocks  and  bonds  thus  created  are 
placed  on  the  market  accompanied  by  a 
statement  showing  an  inflated  value  of 
plant,  but  with  no  hint  to  the  confiding  in- 
vestor that  it  is  not  the  actual  cash  value. 
The  bonds  are  sold  to  build  and  equip  the 
plant  and  the  stock  is  taken  by  the  pro- 
moters as  clear  profit,  to  be  sold  for  what- 
ever they  can  make  the  public  believe  it  is 
worth,  based  on  its  present  and  prospective 
earning  power.  If  the  actual  truth  were 
known  regarding  it  by  the  investing  public, 
there  is  no  doubt  that  the  sale  would  be 
very  small  and  would  be  confined  to  the 
speculating  element,  over  whose  losses  we 
need  shed  no  tears ; while  the  confiding  in- 
vestor of  heard-carned  savings,  the  widow 
seeking  profitable  employment  for  her  in- 
surance money  and  the  trustee  of  minor 
children  would  be  protected  from  losses  that 
might  often  mean  dire  distress. 
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Not  only  do  these  remarks  apply  to  the 
tignres  representing  the  inception  of  many 
companies,  they  are  often  applicable  to  those 
representing  the  operating  results.  Tables 
are  prepared  showing  the  operating  profits 
and  expense  that  are  entirely  misleading  be- 
cause made  np  on  a wrong  basis.  They  may 
be  signed  by  officers  who  are  honestly  con- 
vinced that  they  are  correct  and  who  will 
defend  them  against  criticism.  There  are 
so  many  ways  in  which  men  can  deceive 
themselves  and  incidentally  the  public  that 
only  a few  can  be  enumerated  here.  Charg- 
ing to  plant  account  what  should  go  to  re- 
placement or  repairs  is  one  of  the  most 
common.  It  is  sometimes  a difficult  matter 
to  determine  the  classification  of  items  that 
are  near  the  line,  and  the  temptation  is  often 
very  strong  to  take  the  benefit  of  the  doubt 
and  charge  them  to  plant  account. 

Another  error  is  to  credit  to  operating 
profit  items  that  are  sporadic  and  do  not 
arise  from  the  regular  and  continuous 
operation  of  the  business.  As  an  instance 
of  this  may  be  mentioned  a case  in  which 
$50,000  was  made  at  one  time  by  a pur- 
chase of  the  company’s  stock  at  a discount 
of  50  per  cent.  As  this  was  an  exceptional 
transaction  it  was  in  no  sense  an  operating 
profit,  yet  the  secretary  of  the  company  in- 
cluded it  in  his  statement  of  the  operations, 
submitted  to  intending  purchasers,  and  was 
very  much  incensed  when  the  accountant 
took  it  out  of  that  category  and  put  it  in 
as  a reduction  of  the  plant  account,  which 
it  really  was,  since  the  plant  account  had 
been  more  than  doubled  to  offset  the  water 
in  the  stock. 

A year  afterward,  when  this  company  of- 
fered an  issue  of  bonds  to  the  public,  a cir- 
cular was  sent  out  signed  by  a banking  firm 
of  the  highest  respectability,  giving  the  fig- 
ures of  the  operating  net  profits  for  two 
years  as  $8r,ooo,  when  as  a matter  of  fact 
there  were  only  $19,000,  as  judged  by  the 
accountant  referred  to.  The  bankers  had 
accepted  the  figures  furnished  them  by  the 
company,  without  any  attempt  to  verify 
them  except,  perhaps,  by  sending  an  ordi- 
nary bookkeeper  to  see  that  they  were  cor- 
rectly taken  from  the  books.  They  did  not 
seem  to  care  whether  the  books  were  cor- 
rectly kept  or  not. 

Instances  might  be  multiplied  to  almost 
any  extent  showing  how  it  is  possible  to 
make  statements  which  are  mechanically  ac- 
curate and  which  are  true  transcripts  of 
the  books,  and  yet  which  are  absolutely 
false  and  misleading. 

Having  shown  the  conditions  as  they 
exist,  the  question  arises  as  to  the  proper 
remedy  to  be  applied.  The  only  one,  or  at 
least  the  most  effective  one,  is  the  right  kind 
of  publicity.  We  have  seen  that  the  state- 
ments of  the  officer.?  are  not  to  be  depended 


upon,  even  when  they  arc  boncst.  The  Fed- 
eration of  Societies  of  I’ublic  Accountants 
has  proposed  the  remedy  to  the  Secretary  of 
Commerce  in  connection  with  the  examina- 
tions to  be  carried  on  by  his  department. 
It  is  to  employ  Certified  Public  Accountants 
to  make  the  examinations  and  certify  to  the 
facts.  The  Certified  Public  Accountant  is 
eminently  fitted  to  do  this  work.  The  fact 
that  he  is  certified  by  his  State  presupposes 
a long  and  varied  experience  or  a definite 
training  fitting  him  to  pass  the  rigid  exami- 
nation required  for  the  degree.  This  train- 
ing is  not  simply  in  knowledge  of  figures 
and  accurate  bookkeeping.  It  includes  such 
matters  as  the  proper  taking  of  inventories, 
the  correct  classification  of  operating  in- 
come and  expenses,  the  distinction  be- 
tween construction,  which  is  an  investment, 
and  operating  outgo,  which  is  an  expense , 
in  short,  a thorough  knowledge  of  all  phases 
of  a business  and  of  the  way  to  make  his 
knowledge  effective  in  giving  out  a state- 
ment which  may  be  easily  understood  and 
which  will  give  the  intending  investor  a 
true  and  reliable  indication  of  the  condition 
of  the  company.  If  it  is  acknowledged  that 
he  is  able  to  afford  this  information,  it 
must  be  granted  that  he  is  the  best  man 
to  do  it,  because  he  is  absolutely  independ- 
ent, and  because  he  has  a reputation  for 
fair  and  honest  dealing  to  uphold.  He 
never  allows  himself  to  be  made  the  advo- 
cate of  his  client.  His  function  is  to  ascer- 
tain the  truth  and  to  publish  it  without  fear 
or  favor,  for  to  do  otherwise  would  be  to 
deprive  himself  of  his  most  valued  a^set, 
his  reputation  for  honesty  and  sterling  in- 
tegrity. 

The  statements  required  from  corpora- 
tions should  not  be  the  formal  ones  now 
sometimes  published,  but  should  go  into  the 
origin  of  all  asset  accounts  with  a view  to 
determining  whether  they  actually  repre- 
sent value  or  have  been  inflated  to  meet 
the  requirements  of  a well  watered  stock 
account.  If  anything  is  carried  as  an  as- 
set in  the  nature  of  good  will  it  should 
be  plainly  so  stated.  Patents  should  be  put 
in  at  not  more  than  cost  unless  the  value 
is  distinctly  stated  to  be  an  estimate,  and 
in  general  all  assets  should  be  stated  to  be 
at  cash  value  or  at  estimated  worth. 

Such  a statement,  certified  to  by  an  ac- 
countant of  standing,  would  be  of  great 
value  not  only  to  the  proposed  investor, 
but  also  to  the  old  stockholder  who  is 
anxious  to  know  what  care  is  being  taken 
of  the  money  he  has  intrusted  to  the  offi- 
cers of  the  company.  It  would  tend,  more 
than  anything  else  could,  to  weed  out  com- 
panies whose  stock  really  represents  noth- 
ing but  prospects,  or  at  least  would  serve 
to  notify  those  who  invested  in  them,  that 
they  were  taking  chanpes  on  the  future  and 


were  not  buying  anytbing  of  present  value. 

'I'be  State  of  Massachusetts  lias  taken 
a step  in  the  riglit  direction  by  the  enact- 
ment of  a law  last  winter  requiring  all  com- 
[lanics  with  a capital  of  $roo,ooo  or  more 
to  file  with  the  Secretary  of  the  Common- 
wealth a statement  of  its  As.sets  and  Liabili- 
ties, in  which  the  valuations  placed  on  Pat- 
ent-Rights, Trade-Marks  and  Good  Will 
arc  separately  enumerated.  This  statement 
must  be  signed  by  the  officers  and  directors 
of  the  company  and  must  be  certified  to  by 
an  outside  auditor,  who  must  make  oath 
that  he  has  examined  the  books  and  veri- 
fied the  statement.  The  law  applies  not  only 
to  local  companies,  but  also  to  those  whose 
head  office  is  outside  of  the  .State,  but  who 
do  business  within  its  borders. 

We  hear  a great  deal  nowadays  about 
trusts  and  the  necessity  for  their  regulation 
by  some  form  of  legislation.  The  difficulty 
that  confronts  those  who  are  honestly  anx- 
ious to  regulate  the  evil  without  destroying 
the  good,  is  the  almost  impossible  task  of 
framing  a law  that  will  discriminate  be- 
tween them.  It  is  a well-known  fact  that 
the  principal  reason  for  the  organization  of 
the  trusts  that  have  proven  to  be  vicious 
is  the  desire  to  manufacture  stock  that  can 
be  sold  to  the  public.  If  the  proper  state- 
ment were  to  be  made  of  the  assets  turned 
over  by  the  underlying  companies,  of  the 
bonds  issued  ag'ainst  them,  of  the  amount 
of  stock  presented  to  the  manipulators  and 
of  the  real  value  of  the  stock  offered  for 
sale  to  the  public,  it  needs  no  argument  to 
show  that  there  would  be  no  market  for 
such  securities  and  therefore'  no  temptation 
to  manufacture  them.  No  sane  man  would 
have  paid  130  for  Amalgamated  Copper 
if  it  had  been  known  that  of  its  75  millions 
of  capital  36  millions  were  a deliberate  steal 
on  the  part  of  the  men  who  were  managing 
the  deal.  If  the  public  who  invested  in 
this  inflated  stock,  or  the  bankers  who  are 
often  called  upon  to  advise  the  public,  had 
demanded  a proper  statement  from  repu- 
table accountants  in  no  ways  affiliated  with 
the  company,  there  is  no  doubt  that  suffi- 
cient facts  would  have  been  disclosed  to 
have  prevented  anyone  from  falling  into 
the  trap  so  adroitly  laid  for  the  unsus- 
pecting. 

There  are  numbers  of  schemes  differing 
from  Amalgamated  Copper  in  degree 
rather  than  in  kind  that  are  offered  to  the 
public  'and  frequently  recommended  by 
bankers,  whose  essential  weakness  would 
be  exposed  by  the  investigation  into  their 
origin  by  properlv  qualified  accountants. 
In  this  connection  some  timely  words  by 
that  veteran  of  finance,  Henry  Clews,  are 
worthy  of  close  attention.  He  says : “Many 
of  these  industrial  combinations  have  been 
organized  in  disregard  and  defiance  of  legit- 
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imate  fniancc,  and  liave  exposed  the  stock 
markets  and  all  the  monetary  interests  de- 
pending- upon  them  to  risks  and  disastrous 
disturhances  inseparable  from  organizations 
whose  foundations  rest  largely  on  wind  and 
water,  and  on  the  prospectuses  and  book- 
keeping that  often  fail  to  tell  the  truth, 
the  whole  truth  and  nothing  hut  the  truth.’’ 

The  hankers  of  the  country  are  vitally 
interested  in  this  subject,  for  no  o!ie  is  more 
nearly  concerned  with  safeguarding  the  in- 
vestment of  the  public  than  the  guardians 
of  the  public’s  money.  As  a class  they  have 
been  lu'e-eminently  true  to  the  trusts  re- 
j)osed  in  them  and  to  all  their  duties  as 
public-spirited  citizens.  There  is  no  doubt 
but  that  they  will  take  up  this  new  question 
and  solve  it  with  equal  fidelity,  if  they  once 
become  satisfied  that  a proper  solution  can 
be  obtained. 

To  that  end  the  Illinois  Society  of  Certi- 
fied Puhlic  Accountants  invites  the  bankers 
of  the  State  to  a closer  study  of  the  profes- 
sion of  accountancy,  in  order  that  they  may 
know  what  an  accountant  is,  and  that  they 
may  more  thoroughly  understand  the  na- 
ture and  value  of  his  services.  When  that 
knowledge  has  been  obtained,  we  are  sure 
they  will  join  hands  with  us  in  an  earnest 
endeavor  to  place  the  business  of  the  coun- 
try on  a more  solid  and  permanent  basis, 
possibly  to  the  extent  of  completely  elimi- 
nating the  false  statement  from  circulars 
and  other  publications  that  now  so  often 
mislead  the  investing  public. 


MODERN  BUSINESS  AND  THE  ACCOUNT- 
ANT. 

ADDRESS  BEFORE  THE  CONGRESS  OF  ACCOUNT- 
ANTS BY  THE  CHAIRMAN,  J.  E. 

STERRETT,  C.B.A. 

After  speaking  of  the  way  in  which  the 
idea  of  the  Congress  was  inaugurated  and 
carried  out,  and  welcoming  the  representa- 
tives of  foreign  societies,  Mr.  Sterrett  con- 
tinued : 

Coming  together  to-day  in  this,  the  first 
International  Congress  of  Public  Account- 
ants, it  may  not  be  amiss  to  pause  for  a 
moment  to  inquire  into  the  causes  that  have 
])roduced  this  profession  to  which  we  are 
devoting  our  lives  and  concerning  whose 
future  growth  and  development  we  are 
earnestly  to  confer. 

d'he  increase  of  wealth  during  the  nine- 
teenth century,  and  particularly  during  its 
latter  half,  marks  an  epoch  in  the  world’s 
history.  I am  speaking  now  of  the  wealth 
of  the  community  or  of  the  nation,  not  of 
the  individual.  Nor  am  I referring  merely 
to  those  forms  of  wealth,  such  as  gold,  sil- 
ver, notes  of  hand  or  other  tangible  evi- 
dences of  wealth  that  we  are  wont  to  as.so- 
ciate  with  the  strong  box  or  the  more 
inoderu  safe  deposit  vault.  Rather  would 


I bring  to  your  thought  those  innumerable 
manifestations  of  human  activity  which  con- 
tribute to  the  physical,  intellectual  and 
moral  well-being  of  civilized  man  and 
particularly  to  our  fellows,  somewhat 
indefinitely  comprised  under  the  race  title 
of  Anglo-Saxon. 

This  remarkable  increase  in  wealth  has 
had  a notable  effect  upon  social  life.  The 
masses  are  becoming  more  educated.  Even 
the  poorest  can  secure  the  benefits 
of  the  modern  newspaper — that  wonderful 
searcher  out  of  the  ends  of  the  earth  which 
brings  the  affairs  of  the  nations  to  our 
breakfast  table.  People  are  better  housed. 
Cheap  transportation  makes  possible  such 
a combination  of  city  and  country  as  was 
never  known  before.  Instance  after  in- 
stance could  be  cited  of  how  this  increase 
of  wealth  has,  as  with  a magic  wand, 
touched  the  homes  and  lives  of  the  humble, 
to  uplift  and  transform  them. 

Its  effect  is  even  more  marked  in  the 
realm  of  business.  In  the  days  of  Queen 
Elizabeth,  when  the  English  nation  was  ex- 
periencing almost  a new  birth,  the  income 
of  the  kingdom  was  some  two  and  a half 
millions  of  dollars  per  year.  These  were 
times  of  great  prosperity,  a high  tide  was 
in  and  the  nation  was  flourishing  as  never 
before.  To-day  this  sum  represents  the 
volume  of  financial  transactions  of  a gro- 
cery house  enjoying  a fair  jobbing  trade. 
A department  store  in  any  large  center  of 
population  would  handle  such  an  amount  of 
funds  in  a few  short  months.  While,  when 
compared  with  the  income  of  any  one  of  a 
large  number  of  our  railway  or  industrial 
corporations,  or  with  the  greater  municipali- 
ties, the  amount  once  so  great  fades  almost 
into  insignificance. 

An  essential  feature  of  this  modern 
phenomenon  of  business  is  that  it  is  not 
individual.  We  have  many  men  of  large 
accumulations,  it  is  true,  but  we  find  an 
immense  army  possessed  of  means  which 
in  themselves  are  of  little  moment,  but 
which  united  form  a vast  stream  of  wealth. 
It  is  from  this  commingled  yet  ever  separ- 
able fund  that  the  life  blood  of  business  is 
drawn.  From  this  source  springs  the  finan- 
cial strength  of  modern  business  institu- 
tions. 

But  wealth  is  inanimate.  It  will  not  of 
itself  go  out  and  sow  and  reap.  It  will  not 
increase  and  multiply  in  response  to  mere 
idle  wishing.  It  must  be  organized,  it  must 
be  directed.  ITence  we  find  centralization 
of  authority.  All  forms  of  wealth  are  being 
brought  more  and  more  under  definite  con- 
trol. We  are  learning  that  economic  waste 
is  a moral  wrong.  'Phis  control  of  wealth  is 
bringing  about  .specialization — has  already 
produced  it  to  a large  degree.  Men  are 
devoting  their  lives  to  Uie  mastery  in  some 
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inslaiH'os  of  one  lillle  process;  in  ollier 
cases  fliey  liavc  eliosen  wider  and  more 
varied  fi('lds  of  aclion. 

To  ineel  a necessity  arising  from  lliis  eco- 
nomic development  tliere  has  been  evolved 
the  public  acconntant.  Acconnting  is  a 
\ ital  element  of  business,  as  necessary  to  its 
conduct  as  light  is  to  the  eye.  The  growth 
of  business,  both  in  volume  and  in  the 
diversity  of  its  ramifications,  has  created 
a need  for  scientific  acconnting  methods 
upon  the  one  hand,  and  the  intelligent,  con- 
scientious oversight  and  supervision  of 
fiscal  operations  upon  the  other.  To  meet 
these  needs  is  the  studious  function  of  the 
public  accountant.  Nor  is  his  field  narrow 
or  circumscribed. 

That  the  public  accountant  is  a sort  of 
detective,  whose  chief  service  is  to  show 
how  a thief  tapped  the  till,  is  a conception 
of  our  work  that  is  altogether  inadequate. 
It  is  true  that  trusted  officials  and  employes 
at  times  betray  the  confidence  reposed  in 
them  and  that  when  such  occasions  arise  it 
is  a part  of  ouil  duty  to  turn  a searchlight 
upon  their  nefarious  conduct.  Such  cases, 
however,  form  but  a small  part  of  our  activi- 
ties. Prevention  is  better  than  cure,  and 
the  public  accountant  serves  a larger  pur- 
pose in  the  keen,  penetrating  tests  and 
proofs  to  which  he  subjects  the  books  and 
accounts  submitted  to  him  for  audit.  The 
keynote  of  modern  business  is  faith.  Men 
must  be  trusted,  otherwise  the  wheels  of 
business  would  cease  to  revolve,  but  strict 
accountability  must  go  hand  in  hand  with 
faith,  else  temptation  is  placed  in  the  path 
of  the  weak,  virtue  is  destroyed,  and  he  who 
is  the  responsible  head  of  affairs  makes  of 
himself  a partner  in  crime. 

Important  as  the  safeguarding  of  funds 
aufl  the  prevention  of  fraud  and  error  un- 
doubtedly are,  a broader  and  still  more 
attractive  field  has  been  opened  to  us.  Men 
responsible  for  the  conduct  of  large  enter- 
prises to-day  require  not  history  but  news. 
It  is  of  little  avail  to  find  out  three  or  six 
months  afterward  that  last  year’s  business 
was  conducted  at  a loss.  It  is  needful  that 
the  loss  be  discovered  as  soon  as  it  begins, 
and  also  that  the  reason  for  its  occurrence 
he  revealed  in  order  that  it  may  if  possible 
be  overcome  or  removed. 

It  is  one  of  the  chief  functions  of  the  pub- 
lic accountant  so  to  marshal  the  accounts 
that  they  will  set  forth  the  facts  essential 
to  the  proper  management  of  a given  enter- 
prise, and  this  in  a form  easily  understood 
and  with  such  promptness  that  the  informa- 
tion is  current  with  the  transactions  de- 
scribed. Business  administration  cannot  for 
any  length  of  time  achieve  its  best  results 
unless  supported  by  an  accurate,  detailed 
and  constant  knowledge  of  condition  as  to 
assets,  liabilities,  costs,  expenses  and  income. 


'I'his  knowledge  is  obtainable  only  by  the 
mainlc'iiance  of  a pro|)erly  devised  account- 
ing system. 

The  public  accountanl  touches  business 
life  upon  every  side.  Ilis  client  may  he 
the  governing  body  of  a city,  state  or  nation, 
or  he  may  be  engaged  by  the  owner  of  a 
corner  grocery  store.  His  attention  may 
be  required  one  moment  by  a great  cori^ora- 
tion,  the  next  he  may  be  preparing  the  basis 
for  an  equitable  settlement  between  partners 
who  are  no  longer  willing  to  work  in  double 
harness.  The  lawyer  dealing,  as  he  so  often 
does,  with  problems  relating  to  accounts  or 
business  practice,  the  tradesman,  the  manu- 
facturer, the  financier,  all  alike  have  their 
needs  that  can  be  supplied  only  by  the 
knowledge,  skill  and  experience  possessed 
by  the  public  accountant. 

To  quote  from  a recent  paper  from  the 
pen  of  Mr.  A.  Lowes  Dickinson,  whose 
standing  as  an  accountant  entitles  his 
words  to  thoughtful  consideration  : “A  pub- 
lic accountant  is  not  merely  a bookkeeper,  a 
statistician  or  a man  of  figures,  nor  only  a 
good  man  of  business,  but  if  he  is  successful 
in  his  profession  he  must  combine  all  these 
qualifications  and  in  addition  have  a general 
knowledge  of  all  industrial  undertakings,  of 
the  forms  of  accounting  most  suitable  to 
each,  and  of  the  general  principles  both 
legal  and  economical  which  govern  them." 

That  here  is  a calling  appealing  to  talent 
of  no  mean  order  is  evident.  That  these 
requirements,  comprehensive  and  almost  im- 
possible as  they  may  at  first  blush  seem,  are 
to  some  reasonable  extent  being  fulfilled  is 
proven  by  the  increasing  degree  of  confi- 
dence that  men  of  affairs  are  reposing  in 
the  members  of  this  young  profession.  The 
public  accountant  is  being  invited  to  a seat 
at  the  council  board  and  his  suggestions  and 
recommendations,  even  in  matters  that  ought 
not  to  be  considered  of  a strictly  accounting 
nature,  are  received  with  attention  and 
respect. 

* * * 

To  paraphase  a recent  political  utterance, 
“a  profession  is  of  worth  only  in  'so  far  as 
it  promotes  the  common  interest.”  By  that 
standard  accountancy  is  to  be  judged.  In 
our  planning,  let  that  principle  go  before 
us  as  a pillar  of  light.  The  problems  con- 
fronting us  are  many  and  complex,  but  put- 
ting aside  all  selfishness  may  we  continue 
to  work  for  the  upbuilding  of  our  profession 
in  a spirit  of  honesty,  of  courage  and  of 
common  sense. 


The  directors  of  the  Illinois  Society  of 
Certified  Public  Accountants  are  consider- 
ing a change  of  form  for  The  Auditor. 

There  is  a desire  in  some  quarters  that  it 
appear  in  magazine  form,  but  the  matter 
has  not  yet  been  decided. 


U 


THE  AUDIT  CO, -MW  Ml 

Mutual  nifc  lildgs.  Arcade  lildg,  New  York  Life  IJldg. 

New  York  PliMeliiliia  Chicago 


AUGUST  IJELMONT 

Acting  I'reBldent 
E.  T.  FERINE 

Gen’l  Mgr.  and  Treas. 

A.  W.  DUNNING 


.JOHN  J.  MITCHEMi 
GEORGE  W.  YOUNG 
WIULIAM  A.  NA.SII 

Vlce-I’rcBldcntB 

Western  Manager 


Audits  and  examination  of  accounts  .•.  Ap- 
praisals of  values  of  land,  buildings  and  ma- 
chinery .-.  Certificates  of  profits  and  financial 
conditions  issued  .•.  Financial  and  cost  sys- 
tems of  account  installed 


American  Guaranty  Co. 


ESTABLISHED  1892. 

Capital,  $500,000.00. 

Surplus  and  Undivided  Profits,  $508,581.00. 


Guarantees  Bond  Issues. 

Guarantees  Interest  on  Bonds. 
Guarantees  Dividends  on  Stock. 
Redeems  Stock  Obligations. 

Assumes  Payment  of  Insurance  Premiums. 

DIRECTORS 


FRED'K  M.  STEELE,  President  Standard  Forgings  Co. 

W.  F.  BARNES,  President  Manufacturers  NatT  Bank, 

Rockford,  111. 

CHARLES  L,  FUREY,  Vice-Preiident  of  Company 
FRANK  M.  HEGGIE,  Lepman  & Ileggle,  Chicago 
JAMES  L.  BIGELOW,  Treasurer  of  Company 
DUNCAN  A.  HOLADAY,  J.  S.  Brown  & Bro.,  Denver,  Colo. 
LEWIS  W.  PITCHER,  Secretary  of  Company 

n iw  Tfirr  T n wo  J Treas.  U.  S.  Realty  & Construction  Co. 

B.  M,  FELLOWS  J ..  ^ ^ork 

1 President  Old  Second  National  Bank 
WILLIAM  GEORGE-  Aurora,  111. 

I “ Illinois  Bankers  Association 


Chicago  Office,  171  LaSalle  St, 
Neli>  York  Office,  25  Broad  St. 


The  American  Trust  and  Savings  Bank 

Corner  La  Salle  and  Monroe  Sts.,  Chicago 

CAPITAL  : $2,000,000.00 

SURPLUS  : $1,000,000.00 

Commercial  Sa^bings  and  Trust  Departments. 
Interest  Paid  on  Deposits. 

Acts  as  Trustee  in  Bond  Issues,  as  Administrator 
and  Trustee  of  Estates  and  in  every  Trust  Capacity 

Edwin  a.  Potter,  Pres.  James  R.  Chapman,  2d  V. -Pres. 
Joy  Morton,  V.-Pres.  John  Jay  Abbott,  Cashier. 

Oliver  C.  Decker,  Frank  H.  Jones,  Secretary. 

Ass’t  Cashier.  George  B.  Caldwell, 

Wm.  P.  Kopf,  Ass’t  Secretary.  Mgr.  Bond  Dept. 

Wilson  W.  Lampert,  Auditor. 


THE  INTERNATIONAL 
AUDIT  COMPANY 


Merchants  Loan  and  Trust  Building 
===  CHICAGO  .■ 


OFFICERS: 

JOHN  MCLAREN  ..  ..  ..  President 

Formerly  Vice-President  The  Union  National  Bank,  Chicago 

ROBERT  NELSON  ..  Vice-President  and  Manager 
Certified  Public  Accountant  and  Fellow  of  the  Amer- 
ican and  Illinois  Associations  of  Public  Accountants 

JOHN  LOOMIS  McLaren  ..  secretary  and  Treasurer 


10 


The  Auditor 


SOME  OF  THE  TRIALS  AND  TRIBULATIONS 
ARISIN(i  IN  THE  WORK  OF  THE 
PUBLIC  ACCOUNTANT. 

I’robably  nine  out  of  every  ten  business 
men  will  e.xclaini,  on  reading  the  above 
title,  that  the  j^ublic  accountant  has  no  trials 
and  tribulations  in  his  work,  but  that,  on 
the  contrary,  they  cannot  imagine  any  other 
line  of  work  so  free  from  the  little  cares 
and  vexations  that  plentifully  beset  the 
path  of  the  mercantile  man. 

Let  us  consider  some  of  the  cases  which 
the  accountant  is  likely  to  run  up  against 
in  the  conduct  of  ordinary  audits. 

The  one  which  seems  naturally  to  come 
first  to  one’s  mind  is  that  of  the  old  book- 
keeper, who  has  been,  say,  nearly  thirty 
years  in  the  same  place.  It  is  almost  a 
certainty  that  he  will  regard  an  audit  of 
his  books  in  the  light  of  a personal  insult 
and  will  inveigh  against  his  employer  for 
having  any  suspicion  of  him  after  so  many 
years’  faithful  service,  and  it  is  therefore 
with  no  feeling  of  joy  that  he  greets  the 
arrival  of  the  accountant.  Indeed,  on  one 
occasion  an  old  bookkeeper  put  on  his  coat 
and  stated  his  determination  to  quit  then 
and  there  if  his  books  were  audited,  until 
his  employer  talked  with  him  and  smoothed 
the  matter  over.  During  the  progress  of 
file  audit  it  will  most  probably  develop 
that,  owing  to  the  rapid  growth  of  the  busi- 
ness, the  methods  in  use  are  very  antiquated 
and  need  considerable  revision  to  bring 
them  up  to  date.  Now  come  the  account- 
ant’s trials ; let  him  suggest  this  fact  to  the 
bookkeeper  with  the  greatest  tact  at  his 
command,  and  what  is  generally  the  result? 
Antagonism  on  the  part  of  the  bookkeeper 
to  everything  suggested,  and  when  one 
comes  to  analyze  the  situation  it  is  not  diffi- 
cult to  see  why.  The  bookkeeper  for  thirty 
years  has  been  in  a rut,  keeping  his  books 
in  a certain  way,  and  is  wedded  to  it,  and  he 
also  knows  in  his  heart  (and  here  comes  the 
real  point)  that  he  can  only  keep  them  in 
that  way  and  that  he  is  now  too  old  to  adopt 
other  and  newer  methods.  It  may  be  said 
in  reply  that  this  need  not  worry  the  ac- 
countant ; all  his  duty  calls  him  to  do  is  to 
send  in  his  report  of  suggested  changes, 
and  there  his  responsibility  ends.  That  may 
be  so,  but  what  is  the  result?  The  account- 
ant has  now  put  the  onus  on  his  client,  who 
has  either  to  discharge  a good  and  faithful 
servant  or  continue  in  the  old  way.  Is  it 
not  rather  the  duty  of  the  accountant,  how- 
ever much  patience  and  tact  it  may  require, 
to  endeavor  to  override  the  bookkeeper’s 
objections  and  to  teach  him,  little  by  little, 
how  to  put  in  newer  methods?  It  may  be 
that  this  cannot  be  all  accomplished  at  one 
audit,  but  in  successive  ones  it  can. 

Tlien  there  is  the  bookkeeper  with  a tale 


of  woe,  which  he  is  continually  pouring  into 
the  cars  of  the  accountant,  the  talc  consist- 
ing nearly  always  of  how  hard  he  has  to 
work  and  how  poorly  compensated  he  is. 
Tlic  bookkeeper  should  stop  and  consider 
for  a moment  that  the  accountant  has  no 
interest  in  what  is,  after  all,  a strictly  per- 
sonal matter,  and  that  the  accountant  is 
only  concerned  in  the  work  of  the  book- 
keeper. Some  even  go  so  far  as  to  ask  the 
accountant  to  say  a good  word  for  them  to 
their  employer,  of  course,  with  the  view  of 
obtaining  a higher  salary,  forgetting  that 
if  he  did  this  the  accountant  would  lay  him- 
self open  to  be  told  that  the  matter  did  not 
come  within  the  scope  of  his  duties,  and 
also  that  the  employer  is  just  as  likely  to 
take  an  adverse  view  of  such  a recommen- 
dation as  a favorable  one.  Such  a book- 
keeper as  this  will  require  the  exercise  of 
considerable  tact  and  patience  by  the  ac- 
countant. 

Some  clients,  moreover,  can  almost  be 
classed  as  trials  and  tribulations  by  the  ac- 
countant, for  who  has  not  come  across  the 
client  who  comes  around  every  few  minutes 
to  know  how  you  are  getting  on  and  asks 
questions  as  to  why  you  do  such  and  such  a 
thing  and  whether  you  are  going  to  do  this 
or  that?  Such  a client  calls  for  the  exer- 
cise of  the  greatest  tact  on  the  part  of  the 
accountant. 

The  foregoing  remarks  affect  almost  en- 
tirely the  accountant  doing  the  actual  work 
of  the  audit,  but  there  is  another  client 
whom  the  accountant  will  meet  with  at 
some  time  during  his  career.  It  is  the  client 
who  wants  the  statements  accompanying  the 
report  prepared  in  his  way.  It  may  be  that 
his  request  is  a reasonable  one  and  that  the 
alterations  he  may  desire  are  of  such  a char- 
acter as  not  to  affect  the  general  results  or 
cause  any  misleading  conclusions  to  be 
drawn  from  the  figures,  but,  on  the  other 
hand,  it  sometimes  happens  that  the  ac- 
countant is  asked  to  so  change  the  form  of 
the  statements  as  to  convey  an  erroneous 
impression. 

It  is  here  that  the  certified  public  ac- 
countant should  remember  the  dignity  of 
his  profession  and  be  firm  in  his  refusal  to 
amend  the  statements  in  any  way  which 
would  render  them  incorrect  or  misleading. 
It  is,  of  course,  known  that  some  account- 
ants in  tlieir  reports  state  that  the  figures 
they  submit  are  correct  only  “according  to 
the  books,”  and  the  presumption  is  obvious 
that  by  so  doing  the  accountants  consider 
that  they  are  taking  no  responsibility  as  to 
them  beyond  the  mere  clerical  accuracy. 
But  of  what  little  worth  are  such  figures  to 
the  firm  whose  books  have  been  audited  and 
of  what  value  to  the  general  public  is  a 
balance  sheet  certified  to  as  being  correct 
“according  to  the  books?” 


THE 


HENRY  0.  SHEPARD  CO. 
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Binding 
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IN  MARYLAND. 

Down  in  Maryland  it  is  becoming  the 
fashion  for  chief  bookkeepers  and  auditors 
of  corporations  to  fit  themselves  for  the  ex- 
aminations required  for  the  C.  P.  A.  degree, 
in  order  to  increase  their  usefulness  to  their 
employers  and  to  have  settled  for  all  time 
the  questions  of  their  fitness  and  qualifica- 
tions. 

The  purposes  of  these  gentlemen  are  alto- 
gether laudable,  and  we  hope  they  may  suc- 
ceed in  their  ambition,  but  when  they  go  up 
against  a stiff  examination  we  fear  they  will 
sadly  miss  some  of  the  information  gained 
only  in  the  school  of  experience. 

No  one  counting  house  can  fit  a man  for 
the  profession  of  public  accountancy,  as 
these  gentlemen  will  learn.  However,  we 
will  await  results  and  save  our  comments. 


GEORGE  WILKINSON. 

The  reports  of  the  Congress  of  Account- 
ants at  St.  Louis  show  that  a loving  cup 
was  presented  to  Mr.  George  Wilkinson,  in 
recognition  of  his  services  to  the  profes- 
sion as  secretary  of  the  Federation,  from 
which  office  he  retired,  owing  to  the  by-laws 
limiting  the  term  of  office  to  one  year.  The 
presentation  of  this  cup  was  a timely  act, 
but  it  did  not  begin  to  express  the  appre- 
ciation of  the  accounting  fraternity  for  the 
great  service  Mr.  Wilkinson  has  performed 
in  its  behalf. 

During  his  incumbency  of  the  office  no 
task  has  been  too  great,  nor  has  his  own 
convenience  ever  been  consulted.  If  any- 
thing needed  doing  for  the  Federation, 
George  Wilkinson  did  it,  and  his  fellow  ac- 
countants will  ever  hold  for  him  a warm 
spot  in  their  grateful  hearts. 

A.  LOWES  DICKINSON. 

Mr.  A.  Lowes  Dickinson  recently  passed 
through  Chicago  on  his  way  to  the  coast, 
and  while  here  was  called  upon  by  a num- 
ber of  the  members  of  the  Illinois  Society. 

The  society  is  proud  of  Mr.  Dickinson, 
and  gratified  that  the  Federation  has  chosen 
him  for  its  president. 

He  seems  determined  to  accomplish  ev- 
erything possible  in  behalf  of  the  profession 
while  he  is  in  office,  and  all  who  know  him 
are  sure  he  will  be  a great  success  in  that 
position.  We  only  regret  that  Mr.  Dickin- 
son finds  it  necessary  to  be  away  from  Chi- 
cago such  a large  part  of  his  time. 


MEETING. 

The  Illinois  Society  of  Certified  Public 
Accountants  will  hold  its  regular  quarterly 
meeting  at  room  314  Royal  Insurance  build- 
ing on  November  26  at  2 o’clock  p.  m.  It 
is  hoped  that  all  members  will  be  present, 
inasmuch  as  it  is  intended  to  discuss  some 
very  live  questions  affecting  the  profession. 


These  discussions  will  be  led  by  members 
chosen  by  the  president,  and  after  the  sub- 
ject has  been  opened  all  the  members  will 
be  given  an  opportunity  to  be  heard, 

A number  of  accounants  not  members  of 
the  society  have  been  invited  to  attend  the 
meeting  and  it  is  expected  that  a thoroughly 
enjoyable  session  will  be  held. 


NEW  C.  P.  A.’S. 

The  following  have  been  granted  the  de- 
gree of  C.  P.  A.  since  our  last  report: 
William  J.  Bonner. 

William  Kendall. 

James  King. 

Gordon  H.  Somers. 

Rudolph  Speth. 

Morgan  G.  Wake. 

Horace  Waters. 

Francis  F.  White. 

We  are  informed  that  only  five  applica- 
tions now  remain  undisposed  of. 
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tured by  any  concern  in  the 
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NEW  YORK  CHICAGO  PHILADELPHIA 

50  Pine  St.  303  Dearborn  St.  424  Walnut  St. 

Manufacturers’  Appraisal  Company 
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BLANK  BOOKS 
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Directory  of  Accountants 


aBOROB  Wilkinson,  C.  P.  A.  Ernest  Rbckitt,  C.  P.  A. 
John  J.  Williams,  C.  P.  A. 


Wilkinson,  Reckitt,  Williams  & Go. 

CERTIFIED,  PUBLIC  ACCOUNTANTS 

801-805  Marquette  Building 
CHICAGO,  ILL. 

TEI  FPHONFS  ^ CENTRAL  I988 
TELEPHONES  ^ 

ALSO  AT 

Nbw  York  Philadelphia 

62  Broadway  516  Stephen  Girard  Bldg. 

Tklephonbs  .!  Harrison  3659 
lELEPHONBS  ^AUTOMATIC  3656 

Walton,  Joplin  & Co. 

Certified 

Public 

Accountants 

62  Broadway  414  Royal  Insdrancb  Bldo. 

New  York  Chicago 


Laurence  A.  Jones 
& Co. 

Certified  Public  Accountants 

Chamber  of  Commerce  Building 
CHICAGO 


TELEPHONES: 

MAIN  4276  AUTOMATIC  3276 


NEW  YORK  OFFICE 
J70  Broadway 


Frederick  F.  Judd,  C.  P.  A.  William  II.  Schmidt 


Judd^  Schmidt  & Co* 

Accountants  and  Auditors 


Ashland  Block 

TELEPHONES  j CHICAGO 


NEW  YORK  LONDON 

SAN  FRANCISCO  MANCHESTER 


Harrow,  Wade,  Suthrie&Co, 

CERTIFIED  PUBLIC  ACCOUNTANTS 
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169  Jackson  ^Boulevard 
CHICAGO 
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ALLEN  R.  SMART,  C.  P.  A.,  Manager 
EDWARD  E.  GORE,  C.  P.  A.,  Assistant  Manager 

TELEPHONES  \ Central  5852. 

j Automatic  5258. 

F.  K.  Parke  & Co. 

Certified 
Public 

Accountants 

FIRST  NATIONAL  BANK  BUILDING 
CHICAGO 


EDWARD  E,  GORE 

Certified  Public  Accountant 

315  Royal  Insurance  Bldg. 

( HARRISON  1232 

TELEPHONES  J AUTOMATIC  2863  CHICAGO 


^fucoa^cr. 


Consulting  and  Expert  Accountant 

SUITE  1403.  SCHILLER  BUILDING 


Telephone 


Central  5448 
Automatic  3611 


c/1.  F.  Rattray  Greig 


JONES,  CAESAR, 
DICKINSON,  WILMOT  & CO. 


John 


Certified  Public  Accountants 

TRIBUNE  BLDG.,  CHICAGO. 


New  York.  St.  Louis.  Pittsburg.  London. 


AlexL  Cooper 

Certified 

Public 

Accountant 


Certified 

Public 

Accountant 


619  ROYAL  INSURANCE  BUILDING 

CHICAGO 


1722  First 


National  Bank 
Chicago,  111. 


Building 
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Harrison  3616 
Automatic  2854 
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Articles  appearing  in  The  Auditor  are  not  to 
be  read  as  having  received  the  endorsement  of  the 
society,  but  are  to  be  taken  as  individual  express- 
ions of  opinion,  and  as  such  may  be  answered  in 
future  issues.  The  Editor  invites  contributions 
from  all  Accountants. 


ANNOUNCEMENT. 

At  a meeting  of  the  Directors  of  the  Illi- 
nois Society  of  Certified  Public  Account- 
ants, held  on  December  loth,  it  was  decided 
that,  beginning  with  the  January  number, 
The  Auditor  will  appear  in  magazine  form. 
This  change  will  afford  opportunities  for  im- 
provements, not  feasible  in  the  present 
form,  and  make  The  Auditor  what  it  was 
intended  from  the  beginning  it  should  be — 
the  leading  journal  of  the  United  States  de- 
voted solely  to  the  interests  of  Public  Ac- 
countants. While  The  Auditor  owes  its 
existence  to  the  Illinois  Society  of  Certified 
Public  Accountants,  that  organization  is 
quite  willing  that  it  should  represent  the 
interests  of  all  Public  Accountants,  every- 
where, and  to  the  end  that  it  may  most  suc- 
cessfully attain  its  objects,  the  co-operation 
and  support  of  every  Public  Accountant  in 
the  United  States  are  solicited.  The  recogni- 
tion of  accountancy  as  one  of  the  learned 
professions,  by  the  American  public,  can  be 
obtained  only  through  the  efforts  of  Ac- 
countants themselves,  so  we  feel  that,  since 
our  labors  are  directed  to  this  end,  we  are 
entitled  to  receive  from  every  member  of 
the  profession  his  cordial  support  in  the 
efforts  we  are  making. 

The  daily  press  records  the  entry  of  a 
judgment  in  the  courts  of  New  York,  in 
favor  of  the  stockholders  and  against  a 
director  of  the  American  Malting  Company, 
amounting  to  over  a million  dollars.  The 
contention  upon  which  this  judgrhent  was 
entered  was  that  the  directors  of  this  com- 
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pany  had  been  guilty  of  the  payment  of 
dividends  from  the  capital  without  regard 
to  the  sufficiency  of  the  earnings  to  meet 
dividend  requirements.  The  American 
Malting  Company  is  one  of  those  industrial 
combinations  or  consolidations,  which  were 
floated  during  the  -halcyon  days  of  1897, 
when  the  American  public  was  in  a humor 
to  buy  anything  offered  to  it,  regardless  of 
actual  values.  To  keep  the  company  in 
apparent  good  standing,  the  directors  found 
it  necessary  to  pay  the  accruing  dividends 
on  the  preferred  stock,  and  the  earnings 
being  insufficient  for  the  purpose,  they  did 
not  hesitate  to  invade  the  capital.  The 
court  in  this  case  holds  that  directors  guilty 
of  such  a flagrant  offense  against  financial 
decency,  are  individually  responsible  to  the 
stockholders  and  the  company  for  the 
amounts  so  wrongfully  paid.  No  one, 
aside  from  the  offending  directors,  will  con- 
sider the  decision  of  the  court  improper. 
There  will  be  practically  universal  agree- 
ment that  the  decision  is  just  and  timely. 
But  consideration  of  this  matter  should  not 
end  with  a mere  endorsement  of  the  court’s 
action.  The  matter  is  of  far-reaching  im- 
portance and  should  serve  to  arouse  public 
opinion  to  the  necessity  for  a complete  ex- 
hibit of  the  affairs  of  these  large  corpora- 
tions to  their  stockholders,  at  least  as  fre- 
quently as  once  a year.  At  each  annual 
meeting  the  stockholders  should  elect  a 
competent  auditor,  wholly  disinterested  and 
independent,  to  audit  the  affairs  of  the  cor- 
poration and  mail  to  each  stockholder 
a certified  statement,  showing  its  condition 
as  to  assets,  liabilities,  gains  or  losses.  If 
this  were  done,  and  it  was  shown  that  divi- 
dends were  paid  from  capital,  it  is  safe  to 
say  that  the  stockholders  would  promptly 
retire  the  directors  giving  consent  to  such 
action.  There  is  a crying  necessity  for  the 
protection  of  stockholders,  both  present 
and  prospective,  from  the  actions  of  di- 
rectors more  concerned  with  speculation  in 
the  securities  of  the  corporation,  than  in 
so  managing  its  affairs  as  to  conserve'  its 
assets  and  increase  its  earnings.  The  va- 
rious stock  exchanges  of  the  United  States 
should  decline  to  list  the  securities  of  any 
corporation,  until  a statement  of  its  condi- 
tion, attested  by  a public  accountant,  has 
been  presented,  and  thereafter  should  exact 
statements  from  time  to  time,  similarly  at- 
tested, which  should  fully  show  every  fact 
essential  to  the  formation  of  correct  con- 
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elusions  as  to  the  standing  of  the  corpora- 
tion and  the  value  of  its  securities.  These 
statements  should  be  promptly  made  public, 
since  the  public,  being  indirectly  solicited  to 
purchase  these  securities,  has  a perfect  right 
to  full  information.  A stock  exchange  ex- 
ists for  the  sole  purpose  of  accelerating  the 
sale  of  securities,  and  it  owes  a duty  to 
those  who  patronize  it,  to  protect  them  to 
the  fullest  extent.  There  can  be  no  doubt 
of  the  ability  of  the  stock  exchanges  to 
successfully  put  into  effect  a rule  of  this 
character.  The  banks  should  also  decline 
to  accept  as  collateral  for  loans  the  securi- 
ties of  any  corporation  unless  statements  of 
its  condition,  certified  by  accountants  of 
good  standing,  are  forthcoming  at  regular 
periods.  Conservatively  managed  banks 
would  welcome  an  innovation  of  this  char- 
acter, and  those  not  conservatively  man- 
aged would  hardly  care  to  make  themselves 
conspicuous  by  their  apposition.  It  is  a 
fact  that  the  greatest  power  in  the  United 
States  is  reposed  in  its  banking  institutions. 
Taken  collectively,  they  represent  financially 
all  that  the  American  people  have  accom- 
plished. They  also  represent  the  possibili- 
ties of  future  business  progress,  through 
their  ability  to  control  the  working  capital 
of  the  country.  They  have  within  them 
the  power  to  compel  the  observance  on  the 
part  of  the  business  community  of  correct 
business  practices  and  principles,  and  if 
they  fail  to  exercise  this  power  and  put  a 
stop  to  a vast  deal  of  the  fraud  and  chi- 
canery that  succeed  through  the  medium 
of  “securities,”  conceived  in  secrecy,  and 
born  and  brought  up  in  mystery,  they  de- 
serve to  be  themselves  looked  upon  with 
suspicion.  But  this  brings  us  up  to  the 
subject  of  “the  banker  who  speculates,”  and 
that,  as  Kipling  says,  “is  another  story,” 
and  we  will  take  it  up  another  day. 


The  University  of  Illinois  is  considering 
the  establishment  of  a school  in  Chicago 
wherein  will  be  taught  those  branches 
necessary  to  fit  young  men  for  the  profes- 
sion of  public  accountancy.  The  authorities 
of  the  University,  as  an  aid  in  their  con- 
sideration of  the  subject,  have  asked  for  the 
opinions  of  several  well-known  accountants, 
and  by  this  time  have  no  doubt  received 
expressions  from  those  addressed.  So  far 
as  we  are  informed,  the  sentiment  of  the 
accountants  is  favorable  to  the  idea,  and 
they  will  cheerfully  assist  in  making  such  a 
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school  a success.  Judging  from  the  word- 
ing of  the  letter  sent  out  by  the  University 
to  the  accountants,  the  authorities  are  con- 
templating plans  of  a broad  character, 
which,  if  put  into  effect,  will  result  in  giv- 
ing Illinois  facilities  for  educating  account- 
ants second  to  none  in  the  world.  It  should 
be  a matter  of  pride  and  gratification  to 
the  holders  of  certificates  granted  by  our 
own  University  that  it  is  to  be  a pioneer 
among  institutions  of  learning  in  recogniz- 
ing accountancy  as  one  of  the  learned  pro- 
fessions. There  has  been  discernible  in 
recent  years  a disposition  on  the  part  of  our 
universities  to  align  themselves  with  the 
tendencies  of  the  times,  and  arrange  curri- 
culums  to  meet  the  demands  of  everyday 
life.  This  disposition  is  most  gratifying, 
since  it  operates  to  popularize  higher  educa- 
tion among  those  who  have  heretofore  been 
inclined  to  regard  it  as  of  doubtful  value. 
The  old  idea  that  a college  education  meant 
chiefly  a few  years  spent  in  learning  to  read 
the  works  of  the  long  since  deceased  littera- 
teurs of  Greece  and  Rome,  has  been  dis- 
pelled by  the  colleges  themselves.  When  we 
see  them  turning  out  machinists  who  are 
capable  of  serving  as  superintendents  at  the 
age  of  twenty-one,  and  farmers  who,  before 
they  have  sprouted  whiskers,  can  go  home 
and  show  their  fathers  how  to  double  the 
yield  of  the  fields,  we  must  confess  that 
their  utility  can  no  longer  be  questioned. 
The  nearer  the  colleges  get  to  the  plain  peo- 
ple the  better  for  both.  There  is  no  better 
promise  for  the  future  of  America  and 
American  manhood  than  is  to  be  found  in 
the  growing  popularity  of  the  colleges  with 
the  masses,  and  every  man  who  loves  his 
country  and  its  people  will  do  what  he  can 
to  increase  this  feeling. 


It  will  be  seen  by  reference  to  a list  of 
defalcations  reported  by  the  daily  press 
since  our  last  issue,  and  published  elsewhere 
in  this  number  of  The  Auditor,  that  the 
familiar  offense  of  embezzlement  has  by  no 
means  been  eliminated  from  our  business 
life.  The  figures  given  are  appalling, 
reaching  as  they  do  to  the  enormous  total  of 
$1,661,676.91,  and  it  is  by  no  means 
certain  that  this  amount  represents  the  total 
of  such  defalcations,  or  that  we  have  been 
able  to  secure  a report  of  all  cases  that 
have  been  made  public.  For  the  purpose  of 
liointing  a moral,  however,  the  cases  cited 
are  quite  sufficient.  Indeed,  a large  num- 
ber of  morals  could  be  pointed  from  the 
material  at  hand.  What  most  attracts  the 
attention,  perhaps,  is  the  previous  high 
standing  of  the  accused.  If  one  stops  to 
consider  the  matter,  however,  it  is  quite  ap- 
parent that  important  embezzlements  can  be 
committed  only  by  those  occupying  places 
of  trust  and  confidence.  People  who  are 


not  trusted  are  given  no  opportunity  to  em- 
bezzle. To  the  published  list  should  be 
added  many  more,  representing  those  cases 
which  are  not  permitted  to  become  public, 
but  of  the  existence  of  which  professional 
accountants  are  quite  well  aware,  it  being 
the  practice  of  many  houses  to  handle  em- 
bezzlements in  their  own  way,  without 
resort  to  the  machinery  of  the  law.  Crimi- 
nologists are  of  the  opinion  that  the  chief 
cause  of  so  many  embezzlements  is  to  be 
found  in  the  desire  to  get  rich  quickly 
through  the  medium  of  speculation,  the  em- 
bezzler thinking  he  can  temporarily  use 
funds  in  his  custody  and  replace  them  out 
of  his  winnings.  In  this  connection  a whole 
volume  might  be  written,  beginning  with 
the  training  of  the  child  and  the  molding  of 
his  character,  and  running  through  all  of 
the  ages  of  man  to  the  octogenarian  who 
finishes  his  few  remaining  years  in  the 
darkness  of  disgrace  and  misery,  shared, 
perhaps,  by  grandchildren  too  young  to 
know  what  money  is.  It  is  not  our  purpose 
to  touch  upon  the  moral  questions  involved 
further  than  to  deplore,  in  passing,  the  craze 
to  get  rich,  which  is  the  most  serious  exist- 
ing menace  to  the  moral  structure  of  the 
American  people,  and  to  the  future  great- 
ness of  our  country.  Our  object  in  collating 
information  concerning  current  embezzle- 
ments is  to  awaken,  if  possible,  the  business 
community  to  the  frequency  with  which  this 
crime  is  committed,  and  to  remind  the 
management  of  business  houses  and  boards 
of  directors  of  a double  duty  owing  by 
them,  namely,  a duty  to  protect  the  funds 
over  which  they  exercise  control  from  the 
rapacity  of  easily  tempted  employes,  and  a 
duty  to  keep  temptation  as  far  as  possible 
from  those  engaged  in  their  service.  To 
discharge  these  duties  it  is  necessary  that 
peculation  be  made  as  difficult  as  possible 
and  that  concealment  of  the  offense  be 
made  as  nearly  impossible  as  it  may  be. 

These  objects  may  be  accomplished  best 
by  having  the  books  of  account  so  laid  out 
that  peculation  is  hard  to  conceal,  and  by 
engaging  public  accountants  to  conduct  fre- 
quent audits  of  the  books. 

Many  an  employe  has  been  kept  in  the 
straight  and  narrow  path  of  honesty  by  the 
knowledge  that  an  infraction  of  the  eighth 
commandment  would  be  followed  by  quick 
discovery  and  certain  punishment.  The 
record  of  a few  days’  embezzlements,  which 
we  have  published,  is  a record  also  of 
a failure  on  the  part  of  those  in  author- 
ity to  properly  safeguard,  not  only  the 
funds  under  their  control,  but  also  to  safe- 
guard their  employes  against  temptation. 
An  employer  has  no  moral  right  to  place 
temptation  before  his  employes,  whatever 
his  legal  rights  may  be.  If  the  employer  in- 
sists upon  viewing  the  matter  from  a purely 


utilitarian  point  of  view  he  will  find  that  it 
is  cheaper  to  prevent  than  to  endure  embez- 
zlement. In  other  words,  the  crime  is  so 
common  that  to  fail  to  take  out  the  insur- 
ance against  it  which  frequent  auditing  af- 
fords is  as  short-sighted  as  would  be  failure 
to  insure  buildings  and  merchandise  against 
fire  and  lightning. 


In  our  last  issue  we  called  attention  to 
the  conviction  of  two  trusted  Bank  em- 
ployes for  the  embezzlement  of  $20,000  and 
$90,000,  respectively,  as  reported  in  the 
Chicago  papers  of  November  12.  Since 
that  date  various  newspapers  report  addi- 
tional defalcations  in  banks,  as  follows : 
$10,000  by  a Bank  President  at  INIatthews, 
Ind. 

$41,000  by  a Bank  President  at  Lima,  O. 
$14,000  by  a Bank  President  at  Alont- 
pelier,  O. 

$60,000  by  a Bank  Cashier  at  Davenport,  la. 
$25,000  by  the  Secretary  of  a Savings  Bank 
at  Lima,  O. 

$25,300  by  a Bank  Cashier  at  Des  iMoines, 
la. 

$25,000  by  a Bank  Cashier  at  Wapello,  la. 
$37,120  by  a Bank  Clerk  at  Cambridge,  O. 
$8,000  by  a Bank  Teller  at  Arlington,  Tex. 
$75,000  by  a Bank  Cashier  at  Newark,  O., 
in  addition  to  the  sensational  closing  of  a 
Bank  at  Oberlin,  O.,  by  reason  of  large 
loans  made  by  the  President,  as  reported, 
without  any  security,  and  without  the 
knowledge  of  the  Board  of  Directors. 

The  large  amount  of  money  deposited 
with  the  Banks  should  demand  every  rea- 
sonable precaution  on  the  part  of  the  Di- 
rectors and  Officers,  and  unless  they  have 
periodical  Audits  of  the  books  by  inde- 
pendent Accountants,  have  they  exercised 
every  reasonable  precaution? 

The  examinations  made  by  the  National 
Bank  Examiners  serve  a good  purpose,  but 
every  Banker  knows  that  the  work  of  these 
Examiners  cannot,  in  the  time  at  their  dis- 
posal, be  as  thorough  as  would  be  the 
audit  of  a Certified  Public  Accountant.  It 
will  be  said  that  some  Banks  have  in  their 
employ  an  Auditor  whose  duty  it  is  to  check 
up  his  fellow  employes,  but  it  has  been 
shown  in  Chicago  very  recently  that  such 
employe  may  himself  be  a defaulter.  The 
principal  argument  against  Auditing  by  an 
employe  of  the  Bank,  even  though  he  may 
be  fully  qualified  in  other  respects,  is  be- 
cause it  is  difficult  and  almost  impossible 
for  him  to  thoroughly  scrutinize  the  actions 
of  the  officers  and  employes  who  outrank 
him  on  the  staff  of  the  Bank,  and,  of  course, 
his  certificate  as  to  the  standing  of  the 
Bank  can  carry  no  weight  outside  the  Bank 
itself. 

The  frequent  and  large  misuse  of  funds 
by  officers  and  employes  of  Banks  must  be 
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prevented.  The  remedy  at  present  is  in  the 
hands  of  the  Stockholders  and  Directors, 
who  can  insist  upon  the  periodical  employ- 
ment of  independent  Auditors  by  the  execu- 
tive officers  of  the  Bank;  should  they  fail 
to  do  this  voluntarily  it  undoubtedly  will 
lead  to  legislation,  the  compliance  with 
which  may  be  much  more  difficult. 


OUR  QUARTERLY  MEETING. 

On  November  26th  the  regular  quarterly 
meeting  of  the  Illinois  Society  of  Certified 
Public  Accountants  was  held  at  the  rooms 
of  the  Secretary,  and,  while  the  attendance 
was  not  as  good  as  was  hoped  for,  there 
was  no  lack  of  interest  in  the  matters 
brought  up  for  discussion. 

The  attention  of  the  meeting  was  prin- 
cipally given  to  a consideration  of  the  fol- 
lowing questions : 

“What  limitations  should  be  observed  in 
advertising?”  and 

“Should  the  Courts  he  asked  to  consider 
knowledge  gained  by  an  Accountant  of  his 
client’s  affairs,  as  privileged  communica- 
tions ?” 

The  discussion  of  the  first  subject  was 
opened  by  Mr.  C.  J.  Marr,  who  was  in- 
duced to  put  his  informal  remarks  into 
writing  for  reproduction  in  these  columns. 
Mr.  Marr’s  remarks  were  as  follows; 

“Mr.  Chairman  and  Gentlemen ; 

“I  have  been  asked  to  open  the  talk  on 
the  subject  of  ‘What  limitations  should  be 
observed  in  advertising?’  and  I may  say 
frankly  at  the  outset  that  I do  not  believe 
in  extensive  and  indiscriminate  newspaper 
advertising.  Still  less  do  I believe  in  send- 
ing out  circulars  broadcast,  and  least  of  all 
in  the  distribution  of  calendars,  blotting 
pads  and  such  things,  which,  of  course,  are 
only  a step  removed  from  the  matchbox 
and  paperweight  given  away  by  breweries 
and  certain  other  lines  of  business. 

“The  standard  of  the  profession  cannot 
be  maintained  by  indiscriminate  advertising 
or  the  scattering  of  circulars  broadcast 
throughout  the  country.  These  methods 
have  a tendency  to  end  in  a competitive  cut- 
ting of  rates,  and,  while  they  may  have 
proved  of  advantage  to  such  accountants  as 
have  adopted  them,  it  is  doubtful  and  im- 
probable that  they  would  ever  influence  im- 
portant work  in  the  direction  of  the  adver- 
tisers. After  all,  the  important  work  will 
go  to  the  accountants  of  proved  ability  and 
integrity,  in  whose  reputations  bankers  and 
others  with  whom  the  work  originates  can 
have  implicit  faith. 

“It  is  true  such  circularizing  and  adver- 
tising have  the  effect  of  keeping  the  adver- 
tisers’ names  before  the  public,  but  people 
who  have  important  work  to  be  done  do 
not  refer  to  newspapers  to  find  the  account- 
ants whom  they  wish  to  employ.  They  are 


much  more  likely  to  refer  to  their  bankers 
and  attorneys  for  the  names  of  reliable  ac- 
countants. 

“If  I (and  probably  most  of  you  here  will 
feel  the  same  way)  were  looking  for  a good 
doctor  for  myself  or  any  member  of  my 
family,  I would  shrink  from  going  to  one 
of  these  doctors  whose  spend  enormous 
sums  of  money  in  showy  and  specious  ad- 
vertisements, claiming  to  be  able  to  make 
the  most  wonderful  cures,  and  I would  hesi- 
tate to  take  any  of  their  patent  prescrip- 
tions. If  I did  take  one,  I would  probably 
hesitate  to  recommend  it  seriously  to  oth- 
ers. On  the  contrary,  if  I were  in  need  of 
a medical  adviser  in  a serious  crisis,  I would 
probably  call  in  one  who  had  earned  a good 
reputation  as  a sound  doctor  and  had  built 
up  a substantial  practice  by  hard  work  and 
without  recourse  to  advertising  or  catch- 
penny methods,  and  who  carried  on  his 
practice  in  the  least  ostentatious,  and  shall 
I say  most  dignified,  way. 

“Take  the  case  of  the  lawyer,  also.  If  I 
had  an  important  piece  of  legal  business  to 
transact,  I would  seek  out  some  firm  or  in- 
dividual of  undoubted  standing  in  the  com- 
munity who  had  always  aimed  at  high  pro- 
fessional ideals,  and  I would  be  quite  satis- 
fied to  leave  my  business  in  his  hands,  but 
I could  never  think  of  going  to  some  lawyer 
who  made  it  a practice  to  advertise  and 
guaranteed  to  successfully  prosecute  or  de- 
fend any  and  every  conceivable  kind  of  a 
case.  In  fact,  do  we  not  all  of  us  in  our 
minds  associate  a lawyer  who  advertises 
with  a pettifogger,  and  do  we  not  all  con- 
sider most  of  the  doctors  who  advertise 
themselves  and  their  patent  medicines  as 
humbugs?  The  point  is  that  if  we  view  in 
this  light  such  members  of  the  other  hon- 
orable professions  as  do  advertise,  may  not 
others  look  upon  the  advertisers  in  our  pro- 
fession in  the  same  light? 

“As  a matter  of  fact,  the  leaders  in  the 
other  professions  do  not  advertise  and  con- 
sider it  unprofessional  to  do  so,  and  it 
would,  in  my  opinion,  be  a good  day  for  the 
accounting  profession,  when  advertising 
came  to  be  frowned  upon  and  the  advertiser 
was  looked  upon  as  outside  the  pale.  How- 
ever, we  have  not  perhaps  reached  that 
high  standard  yet,  and  the  question  arises 
What  limitations  should  be  observed  in  ad- 
vertising? For  my  own  part,  I think  a card 
in  a daily  paper  or  a trade  paper  is  permis- 
sible, but  let  it  be  a simple  one,  not  loudly 
proclaiming  the  value  of  some  patent  sys- 
tem or  patent  form  of  ledger  or  other  de- 
vice. Mind  you,  this  is  on  the  assumption 
that  because  other  accountants  have  taken 
to  advertising  very  extensively  all  of  us 
must  in  self-defense  advertise  also. 

“Then,  again,  each  one  of  us  is  continu- 
ally meeting  all  sorts  and  conditions  of  busi- 


ness people  in  our  daily  business  and  social 
life  and  in  traveling  about,  of  which  a good 
share  falls  to  the  lot  of  the  average  account- 
ant. One  audit  leads  to  another,  and  one 
connection  extends  to  several.  It  is  a slow 
process,  but  none  the  less  a sure  one.  In 
this  and  other  ways  numerous  opportunities 
are  afforded  us  of  extending  our  acquaint- 
ance and  our  activities.  It  has  always 
seemed  to  me  that  if  an  accountant  followed 
up,  always  within  legitimate  bounds,  the 
legitimate  channels  open  to  him  to  adver- 
tise himself  and  his  business,  he  would  have 
no  need  of  advertising  in  the  papers.  When 
all  is  said  and  done,  the  best  advertisement 
I ever  knew  of  is  to  do  good  work.  As  I 
said  before,  one  thing  will  lead  to  another 
and  in  the  end,  by  reason  of  thorough  and 
conscientious  methods  and  close  attention  to 
a client’s  interests,  any  reputable  account- 
ant may  from  small  beginnings  extend  a 
modest  business  into  an  honorable  and 
lucrative  practice.  Surely  there  is  more 
credit  due  to  a man  who  has  pushed  him- 
self to  the  front  rank  by  this  means  than  to 
one  who  has  gone  about  it  on  cheap  com- 
mercial lines,  such  as  by  showy  advertise- 
ments or  by  going  about,  as  it  were,  with  a 
brass  band  to  beat  up  trade,  cheapening 
himself  and  the  profession  at  the  same  time. 
Methods  of  this  sort  may  get  business,  but 
it  will  not,  I contend,  get  the  really  good 
business,  that  is,  the  business  of  the  finan- 
cial houses  and  corporations  and  capitalists 
who  have  most  need  of  the  services  of  the 
professional  accountant. 

“I  thank  you  for  having  given  me  your 
patient  attention  for  a few  moments.  Until 
a few  moments  ago  I had  not  had  time  to 
think  about  how  I should  address  you 
briefly  on  a subject  of  this  great  impor- 
tance, but  I did  not  hesitate  as  to  the  point 
of  view  I should  put  before  you,  and  this  is 
that  it  would  be  better  if  we  did  not  adver- 
tise and  that  other  ways  are  open  to  us  to 
push  ourselves  and  the  profession,  which 
are  equally  as  effective  as  advertising,  if  not 
more  so,  and  involve  no  sacrifice  of  profes- 
sional ideals.” 

The  remarks  of  Mr.  Marr  were  received 
with  general  approbation,  and  the  discus- 
sion was  participated  in  by  most  of  those 
present,  a large  majority  of  whom  agreed 
with  the  position  taken  by  Mr.  Marr. 

Mr.  George  Wilkinson  being  unable  to 
be  present,  favored  the  meeting  with  a 
communication  stating  his  views  on  the  sub- 
jects to  be  considered  by  it.  His  opinion  of 
the  advisability  of  advertising  by  public  ac- 
countants was,  briefly  stated,  that  it  was 
under  most  circumstances  unadvisable,  and 
seldom,  if  ever,  really  profitable. 

The  next  subject  discussed  was  that  of 
“Privileged  Communications,”  it  being  con- 
sidered that  the  facts  obtained  by  a public 
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accountant  relative  to  the  affairs  of  a client 
should  be  held  by  the  courts  as  privileged 
communications,  not  to  be  revealed  by  testi- 
mony given  in  litigated  matters. 

This  subject  was  opened  by  Mr.  John 
Alexander  Cooper,  who  favored  the  meet- 
ing with  a carefully  prepared  digest  of  the 
law  as  it  now  stands,  with  reference  to 
matters  held  by  tiu'  courts  to  be  of  the  na- 
ture of  i)rivileged  communicatious.  Mr. 
Coo])er’s  remarks,  of  which,  unfortunately, 
no  stenographic  re|)ort  was  made,  were 
listened  to  with  rapt  attention,  and  much 
satisfaction  was  exprcs.sed  that  he  had  given 
the  subject  such  thorough  investigation. 

• \s  a part  of  the  general  discussion  of 
this  subject  the  .Secretary  read  a communi- 
cation from  Mr.  (leorge  Wilkinson,  which 
we  reproduce  with  much  pleasure.  The 
communication  is  as  follows: 

“'I'his,  in  my  oi)inion,  is  one  of  the  most 
important  matters  we  have  to  take  vg). 

1 laving  secured  a legal  designation, 
which  is  now  established  practically 
throughout  the  laud,  and  is  becoming  better 
known  every  day,  we  should  strive  to 
clothe  that  designation  with  all  the  dignity, 
privileges  and  protection  we  can  secure. 

I here  seems  to  me  to  be  three  points  of 
\iew  from  which  it  is  desirable  for  us  to 
look  at  tins  question  : 

(a)  'The  Accountant’s. 

(b)  The  Client’s. 

(c)  The  Public’s. 

Let  us  briefly  consider  these  in  turn. 

(a)  The  Accountant’s  Standpoint. 
For  our  own  sake  we  ought  to  secure  a 
state  law  enacting  that  all  information  or 
knowledge  gained  by  a Certified  Public  Ac- 
countant, either  as  the  result  of  personal 
communication  from  his  client,  or  as  the 
result  of  his  examination  of  the  client’s 
hooks  and  afifairs,  should  be  given  the  same 
protection  as  confidential  communications 
to  lawyers  are  now  given  under  statute. 

This  would  benefit  the  C.  P.  A.  by  mak- 
ing his  services  more  to  he  desired  than 
those  of  an  Accountant  who  is  not  specific- 
ally amenable  to  state  law. 

(h)  From  the  client's  standpoint. — For 
our  clients’  sakes  the  law  should  i>rotect 
the  information  and  knowledge  of  their 
affairs  of  which  we  are  the  Custodians. 

riie  client  can  hide  nothing  from  the 
auditor,  however  reluctant  he  may  feel  to 
dividge.  The  minutes  of  meetings,  the 
most  private  books,  the  most  sacred  papers 
in  the  strong  box,  secret  agreements  and 
all  are  revealed  to  the  Auditor.  All  these 
arc  a sacred  trust  without  protection  when 
once  the  Accountant  is  j)Ut  on  the  witness 
stand.  At  present  the  only  ])rotection  we 
can  give  our  clients  lies  in  a fickleness  of 
memory,  which  is  far  from  becoming. 

(c)  From  the  public’s  sta)tdpoint. — The 


public  would  ultimately  reap  the  benefit  of 
legislation  that  sealed  the  Accountant’s 
mouth.  Alen  of  business — of  large  affairs 
— wonld  know  that  in  employing  a C.  P.  A. 
they  could  confide  fully  in  him  and  give 
him  access  to  the  innermost  confidences  of 
the  business  in  hand,  resting  content  in  the 
knowledge  that  the  .\ccountant  could  under 
no  circumstances  be  compelled  to  reveal  his 
confidence. 

Therefore  we  should,  iu  my  opini(JU,  seek 
the  enactment  of  a .state  law  that  will  pro- 
tect all  three — the  Accountant,  the  Client 
and  the  Public — a law  that  will  cut  both 
■'iOays;  that,  while  giving  protection  to  the 
C.  P.  A.  while  he  is  on  the  witness  stand, 
will  seal  his  lips  and  the  lips  of  his  employes, 
under  heavy  penalties. 

Personally  I shall  be  proud  to  see  the 
Illinois  Society,  which  has  been  the  j)ioneer 
in  other  useful  directions,  be  the  first  to 
introduce  such  a bill  in  the  State  Legis- 
lature.” 

After  the  transactions  of  .some  j)urely 
routine  business  the  meeting  adjourned. 

NOTES  OF  THE  MEETING. 

Mr.  Frnest  Reckitt,  who  was  expected  to 
take  a prominent  part  in  the  meeting,  was 
unable  to  be  present,  owing  to  his  attend- 
ance at  the  bedside  of  his  partner,  Mr.  John 
J.  Williams  who  had  been  attacked  by 
typhoid  fever  during  a professional  en- 
gagement at  San  Francisco.  We  are  glad 
to  be  able  to  state  that  at  the  time  of  our 
going  to  press,  IMr.  Williams  is  reported  as 
having  substantial!}"  improved,  which  is 
good  news  to  his  many  friends. 

The  remarks  of  Mr.  J.  Porter  Joplin, 
one  of  the  society’s  delegates  to  the  meet- 
ing of  the  federation,  held  in  Washington, 
on  October  i8,  were  received  with  much 
satisfaction,  indicating  as  they  did  that  at 
an  early  date  we  may  anticipate  that  there 
will  be  but  one  representative  national  or- 
ganization of  public  accountants — a con- 
summation devoutly  to  be  wished. 


Jones,  Caesar,  Dickinson,  Wilmot  & Co. 
and  Price,  Waterhouse  & Co.  announce  that 
they  have  arranged  to  extend  their  practice 
on  the  Pacific  coast,  and  for  that  purpose 
have  opened  an  office  in  the  Mills  building, 
San  Francisco,  where  their  business  will  be 
carried  on  under  the  management  of  G.  R. 
Webster,  chartered  accountant  and  certified 
public  accountant,  and  F.  G.  Phillips,  certi- 
fied public  accountant.  Mr.  Webster  has 
lieen  associated  with  the  firm  for  many 
years  as  a manager,  and  Mr.  Phillips,  who 
was  formerly  associated  with  them,  has  for 
the  past  three  years  been  in  practice  in  San 
Francisco  as  a public  accountant.  His  busi- 
ness will  be  continued  as  part  of  that  of  the 
firm. 


APPROPRIATIONS  IN  RESPECT  TO  MU- 
NICIPAL ACCOUNTING. 

IJY  ERNEST  RECKITT,  C.  1’.  A. 

llusiness  economy  in  a municipality  de- 
mands that  after  obtaining  an  approxi- 
mately accurate  knowledge  of  the  anticipa- 
ted revenues  from  taxation  and  other 
sources  applicable  to  what  is  generally  des- 
ignated as  the  city's  general  fund,  a care- 
ful estimate  (d  the  exj)enses  of  each  de- 
partment and  institution  must  he  jirepared 
and  the  aiiportionment  of  the  city’s  reve- 
nues is  then  determined  after  a careful  con- 
sideration of  all  of  the  above  data. 

It  will  therefore  be  conceded  that  the 
origin  of  all  accurate  ajqiropriation.s  lies  in 
the  union  of : 

( I ) Sufficiency  of  revenues  from  taxa- 
tion, and 

(2)  Correct  e.stimates  of  expenses. 

The  lack  of  one  or  both  of  the  above 
requisites  is  responsible  for  much  ineffi- 
cient service  to  the  public,  for  while  the 
granting  of  an  appropriation  beyond  the  re- 
quirements of  an  institution  will  have  the 
tendency  to  create  extravagance,  it  is  just 
as  true  that,  in  order  to  secure  good  .serv- 
ice, it  is  necessary  to  have  available  funds 
to  draw  upon. 

A .scientific  .study  or  treatment  of  this 
subject,  such  as  it  deserves,  with  the  ob- 
ject of  jilacing  it  beyond  the  sphere  of  poli- 
tics and  forever  lifting  it  outside  of  the 
realm  of  mere  guesswork,  would  not  at- 
tempt to  .separate  the  child  “appropriations” 
from  its  parents,  “taxation”  and  “esti- 
mates,” neither  would  it  divorce  “taxation” 
from  its  mate  “estimates,”  for  each  one  in 
this  group  has  a direct  influence  and  effect 
upon  the  other.  But  as  it  is  the  work  of  the 
political  economist  to  create  laws  governing 
taxation,  so  it  is  the  especial  province  of  the 
public  accountant  to  deal  with  “appropria- 
tions,” and  for  this  latter  reason  we  shall 
confine  our  discussion  to  this  part  of  the 
subject  only. 

A peculiarity  of  the  present  manner  in 
which  the  records  in  respect  to  appropria- 
tions are  kept  is  that  while  the  whole  sys- 
tem of  municipal  accounting  is  subordinated 
to  their  consideration  to  the  great  detri- 
ment of  the  accounts  which  represent  assets 
and  liabilities  and  surplus  of  revenue  over 
expenses,  a corresponding  laxity  of  method 
is  found  to  exist  in  the  manner  in  which 
these  appropriation  accounts  are  kept. 

The  causes  which  are  chiefly  responsible 
for  this  condition  may  be  summarized  as 
follows : 

(1)  Indefinite  and  insufficient  instruc- 
tions and  lax  use  of  term  used  in  the  char- 
ters or  statutes  regulating  the  duties  of  city 
and  county  officials. 

(2)  No  appreciation  of  the  distinction 
existing  between  the  terms  “revenues  and 
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expenses”  and  ”recci]ds  and  disl)nrsenients.” 

(3)  An  entire  absenee  of  any  intellij^ent 
dislribnlion  of  expenses,  with  tlie  result 
tliat  the  full  l)enefit  of  past  experienee  ean- 
not  he  seenred  in  the  ]M‘eparation  of  esti- 
mates for  future  expenses. 

(4)  The  employment  of  incompetent 
clerks. 

Ifefore  taking  up  the  consideration  of 
the  causes  listed  above,  which  coutrihute 
to  the  incomplete  and  often  inaccurate  con- 
dition of  the  appropriation  accounts  as 
found  on  the  records  of  most  municipalities, 
we  will  discuss  the  reasons  why  so  much 
l)roniincnce  is  given  to  the  appropriation 
accounts  and  the  changes  which  should  he 
made  to  ]nit  these  accounts  in  their  proper 
place,  .so  that  a balance  sheet  and  state- 
ment of  revenues  and  expenses  can  he  pre- 
pared at  any  time  from  the  balances  as 
exhibited  on  the  general  ledgers. 

As  outlined  in  the  papers  already  read 
this  afternoon,  accountancy  in  its  initial 
stages  dealt  entirely  with  transactions  affec- 
ting cash  only,  this  asset  being  the  most 
easily  perverted  into  wrong  channels. 

.As,  in  the  course  of  municipal  evolution, 
it  became  necessary  to  apportion  the  antici- 
pated receipts  to  various  departments,  it 
was  natural  that  the  scope  of  the  cash  book 
was  enlarged  so  that  it  would  show  the 
cash  balance  of  each  appropriation.  In  this 
manner  it  can  he  readily  seen  how  the  term 
“a])propriatiou  fund”  came  to  be  applied, 
the  word  “fund”  being  used  in  its  widest 
sense  as  applying  to  any  sum  of  money 
held  for  a specific  object;  and  as  the  only 
records  kept  were  those  of  the  treasurer,  it 
can  he  stated  with  perhaps  some  degree  of 
reason  and  from  this  point  of  view',  that 
the.se  unexpended  balances  were  in  the  na- 
ture of  funds. 

With  the  creation  of  the  office  of  comp- 
troller, appointed  to  act  as  a safeguard 
against  any  misappropriations  of  funds  by 
the  treasurer,  it  was  only  natural  that  the 
comptroller’s  first  records  were  patterned 
after  those  kept  by  the  treasurer,  one  be- 
ing a duplicate  of  the  other,  and  at  first 
without  consideration  of  anything  else,  but 
as  a record  of  the  warrants  issued  on  the 
treasurer,  and  to  determine  the  amount  of 
cash  the  treasurer  should  have  on  hand 
in  each  fund.  Thus  we  find  the  comptroller 
not  only  adopting  the  term  “fund,”  as  ap- 
plied to  appropriations,  but  confining  his 
bookkeeping  to  a mere  record  of  cash  re- 
ceipts and  disbursements  distributed  on  the 
ledger  among  the  various  appropriations, 
and  to-day  w^e  still  find  the  general  ledger 
of  a municipality  attempts  to  be  first  of  all 
a record  of  funds,  and  as  an  afterthought, 
by  a remarkable  system  of  double  double  en- 
try, some  few  accounts  with  assets  and 
liabilities  are  condescendingly  given  a place, 


hut  they  are  made  to  feel  that  their  pres- 
ence is  more  or  less  of  an  intrusion.  'The 
writer  remembers  a laborious  investigation 
to  verify  the  outstanding  bonded  indebted- 
ness of  one  of  the  largest  cities  in  the  Uni- 
ted States,  and  on  account  of  the  fact  that 
the  payments  made  for  the  redemption  of 
bonds  were  charged  to  the  interest  fund, 
together  wdth  all  payments  of  interest  cou- 
pons, it  W'ill  readily  he  seen  that  it  was 
more  a matter  of  good  fortune  than  other- 
wise that  in  most  cases  a corresponding  en- 
try was  made  l)y  wdiich  their  bond  account 
was  decreased  and  the  “stock  account” 
(w’hich  corresponded  in  .some  respects  to  a 
capital  surplus  account)  increased.  Hut 
even  so,  .some  entries  w'ere  overlooked  and 
the  w'riter  had  the  satisfaction  of  re])orting 
the  city’s  bonded  indebtedness  at  $5,000  less 
than  it  was  stated  on  its  books. 

When  conditions,  such  as  described,  can 
exist,  it  does  not  require  much  penetration 
to  appreciate  the  fact  that  no  intelligent 
system  of  municipal  accounting  can  be 
based  upon  records  imitated  from  those 
which  are  suitable  only  for  a city  treasurer. 
It  is  the  diffy  of  the  comptroller  in  the  first 
place  (if  it  be  possible  to  consider  one  part 
of  his  records  as  more  important  than  an- 
other) to  so  arrange  his  methods  of  book- 
keeping that  they  shall  show  the  assets 
and  liabilities  and  revenues  and  expenses, 
and,  secondly,  to  provitle  for  an  accurate 
system  of  recording  the  unexpended  bal- 
ances of  all  appropriations. 

Thus,  to  reform  present  methods  it  is 
necessary  to  completely  change  the  old 
order  of  things,  for  it  is  impossilde  to  com- 
bine a sv.stem  which  places  accounts  with 
approj)riations  as  its  foundation  with  any 
attempt  to  record  in  proper  manner  the  en- 
tries affecting  the  asset  and  liability  ac- 
counts. Bv  a reversal  of  these  conditions, 
not  only  can  a statement  of  the  city’s  assets 
and  liabilities  and  revenues  and  expenses 
be  pre])ared  from  the  balances  contained  in 
the  general  ledger,  l)Ut  the  condition  of 
each  appropriation  can  he  arrived  at. 

Before  entering  upon  a description  of  the 
methods  to  he  employed  to  give  these  re- 
sults, a few  words  on  the  subject  as  to 
whether  an  appropriation  is  a fund  or  not 
may  assist  in  a proper  appreciation  of  the 
manner  in  which  it  will  be  proposed  to  re- 
cord same  on  the  comptroller’s  books  of 
account. 

We  have  stated  earlier  in  this  paper  that 
from  the  standpoint  of  the  treasurer  there 
may  he  some  reason  for  his  regarding  the 
unexpended  balance  of  an  appropriation  as 
a fund,  for  while  he  does  not  keep  in  sepa^ 
rate  bank  accounts  the  balances  of  each 
appropriation,  he  exceeds  his  authority  if, 
perchance,  he  pays  a warrant  drawn  oil  e>ne 


a])pro])riation  out  of  casli  belonging  to  an- 
otlier. 

It  will  he  conceded  that  the  status  of  an 
ap])ropriation  differs  totally  from  that  of 
a trust  fund,  sinking  fund,  interest  fund  or 
city  fund,  these  latter  being  creations  of 
the  state  law,  and  the  city  council  liaving 
no  power  to  transfer  the  balances  of  one 
such  fund  to  that  of  another.  On  the  other 
hand,  the  distribution  for  s])ccific  ])urposcs 
of  the  revenues  of  what  we  may  term  the 
city’s  general  fund,  and  which  are  termed 
appropriations,  are  determined  upon  by  the 
city  council,  in  addition  to  which  the  laws 
of  many  states  allow  the  same  body  by  a 
majority  vote  to  amend  such  distribution, 
as  may  he  deemed  advisable. 

We  therefore  contend  that  the  term 
“fund,’’  as  ap])lied  to  appro])riations,  is  a 
misnomer,  and  its  use  in  the  past  has  been 
unfortunate,  as  it  has  had  the  tendency  to 
place  the  accounts  with  appropriations  on 
the  same  footing  as  that  of  trust  funds, 
sinking  funds,  etc.,  which  are  bona  fide 
funds. 

Having  established  the  distinction  be- 
tween an  appropriation  account  and  a fund, 
and  realizing  that  there  is  no  special  sanc- 
tity about  an  appropriation  that  would  ne- 
cessitate the  whole  system  of  accounts  to  he 
subordinated  thereto,  we  may  pa.ss  on  to  a 
consideration  of  the  place  that  it  should 
occujyv  in  any  broad  scheme  of  municipal 
accounting. 

The  scope  of  this  paper  will  not  admit 
of  any  elaborate  description  of  the  details 
by  which  ap])ropriation  accounts  should  he 
ke])t,  hut  the  essentials  may  he  stated  to  he 
as  follows ; 

1.  That  no  expenditure  involving  an  addi- 
tion to  the  cit}  's  ])ermanent  assets,  which  is 
to  be  met  by  payment  out  of  the  general 
fund,  should  be  undertaken  without  any  es- 
pecial appropriation  being  made  therefor. 
Thus,  it  is  a mistake  to  make  an  especial 
ajqn'opriation  for  a fire  department  to  cover 
not  only  the  operating  expenses  hut  the 
erection  of  buildings  and  purchase  of  fire 
engines.  An  appropriation  must  be  made 
for  each  classification  of  additions  to  per- 
manent assets,  and  the  necessity  for  this 
will  develo]-)  in  the  following  paragraphs. 

2.  No  appropriation  account  should  he 
kept  on  the  general  ledger,  but  a separate 
account  should  be  kept  to  record  the  ex- 
penditures of-  each  appropriation.  The  ef- 
fect of  this  plan  will  be  that  until  the  close 
of  the  fiscal  year  the  balance  of  the  general 
fund  will  represent  the  net  revenues  appli- 
cable to  same  and  the  ledger  balances  will 
in  all  cases  represent  either  assets  or  liabil- 
ities, revenues  or  expenses,  in  a similar  man- 
ner to  the  ledger  balances  of  any  mercan- 

file  or  commercial  concern. 

3.  An  appropriation  ledger  and  journal 
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sliould  be  kept  and  an  account  with  each 
a])propriation  opened,  each  account  to  be 
credited  with  its  respective  appropriation 
and  charged  each  month  with  the  total  of 
the  expenditures  applicable  to  same,  such 
charge  being  the  total  of  the  month’s  entries 
in  the  corresponding  account  in  the  general 
ledger. 

4.  The  appropriation  ledger,  in  order  to 
balance  within  itself,  should  carry  a “gen- 
eral appropriation”  account,  which  would  be 
charged  with  the  total  appropriations  and 
credited  by  the  total  monthly  expenses. 

In  order  to  verify  that  the  appropriation 
lodger  is  in  accord  with  the  general  ledger, 
it  will  be  necessary  to  deduct  the  total  of 
all  the  expense  accounts  in  the  general  led- 
ger from  the  balance  of  the  general  fund 
account.  The  balance  thus  arrived  at 
would,  if  no  errors  had  been  made  in  the 
clerical  work,  equal  the  balances  in  the  ag- 
gregate as  contained  in  appropriation  rec- 
ord. 

'I'liis  method  of  proof  is  based  upon  the 
reasonable  assumption  that  the  total  reve- 
nues credited  to  the  general  fund  account 
liad  been  apportioned,  any  balance  left  in 
the  general  fund  being  carried  to  the  con- 
tingent fund,  this  latter  being  treated  as 
an  appropriation  in  the  ajipropriation 
ledger. 

5.  At  the  close  of  the  fiscal  year  the  ex- 
penditure account's  on  the  general  ledger 
representing  additions  to  the  permanent  as- 
sets should  be  transferred  to  the  parent  ac- 
counts in  the  general  ledger,  so  as  to  ar- 
rive at  the  total  investment  up  to  that  date. 
Such  a transfer  from  an  account  kept  un- 
der that  part  of  the  ledger  dealing  with 
cash  or  operating  assets  to  that  part  of  the 
ledger  dealing  with  the  city’s  investment  ac- 
counts will  also  necessitate  a corresponding 
credit  to  the  capital  surplus  and  a charge 
to  the  general  fund. 

6.  The  ruling  of  the  appropriation  ledger 
should  be  so  arranged  as  to  also  record 
the  total  of  all  warrants  issued  on  the 
treasurer  applicable  to  each  appropriation, 
the  plan  as  outlined  in  the  foregoing  para- 
graphs being  based  on  tlie  assumption  that 
every  bill  immediately  it  has  been  duly 
approved,  shall  be  entered  on  the  records 
and  charged  against  its  appropriation,  ir- 
respective of  the  time  of  payment. 

By  the  adoption  of  these  columns  in  the 
appropriation  ledger,  one  for  expenditures 
and  the  other  for  warrants  on  the  treasurer, 
a connecting  link  is  established  between  the 
records,  as  kc])t  by  the  comptroller  with 
those  kept  by  the  treasurer,  which  will  be 
found  of  value  in  more  ways  than  one. 

In  addition  to  the  foregoing  columns, 
provision  should  be  made  for  the  suitable 
recording  of  all  contracts  and  requisitions 
chargeable  against  appropriations. 
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Having  briefly  touched  upon  some  of  the 
essential  features  necessary  to  reorganize 
the  prevalent  methods  affecting  this  sub- 
ject, we  come  to  a consideration  of  the  four 
causes  enumerated  earlier  in  this  paper, 
which  militate  not  only  against  any  system 
of  recording  appropriations,  but  also  against 
many  other  branches  of  municipal  account- 
ing. 

( 1 ) Indefinite  and  insufficient  instructions 
and  lax  use  of  terms  used  in  the  charters 
or  statutes  regulating  the  duties  of  city  and 
county  officials. 

The  writer  was  recently  called  upon  to 
refer  to  the  law  governing  the  duties  of  a 
county  comptroller  in  the  state  of  Illinois, 
and  while  this  particular  law  may  differ 
from  that  of  other  states,  it  is  probable  that 
it  may  be  taken  as  a general  type  of  all. 

Thus,  as  an  instance  of  laxity  in  expres- 
sion, we  find  that  it  is  the  duty  of  the 
comptroller  to  keep  an  accurate  record  of 
“receipts  and  expenditures,”  leaving  it  ex- 
tremely vague  as  to  whether  it  intended  to 
say  “receipts  and  disbursements”  or  “reve- 
nues and  expenses.” 

As  an  example  of  insufficient  regulations, 
the  law  allows  a comptroller  to  so  keep  his 
books  that  no  liabilities  arc  recorded  ex- 
cept at  the  close  of  the  fiscal  year.  The 
laws,  as  they  now  stand,  may  have  been 
sufficient  for  tlie  re(|uircments  of  an  agri- 
cultural'conmumity,  but  arc  certainly  un- 
fitted for  present  needs,  and  it  would  api)car 
to  be  the  especial  duty  of  the  public  ac- 
countant to  assist  our  lawmakers  in  a 
clearer  understanding  of  the  terms  and  reg- 
ulations which  should  be  incorporated  into 
these  statutes. 

(2)  No  appreciation  of  the  distinction 
existing  between  the  terms  “revenues  and 
expenses”  and  “receipts  and  disburse- 
ments.” 

This  subject  has  been  already  amply  dis- 
cussed in  other  papers  read,  so  no  ftirther 
comment  is  necessary. 

(3)  An  entire  absence  of  any  intelligent 
distribution  of  expenditures. 

It  is  not  sufficient  that  the  total  of  the 
expenditures  against  each  a[)propriation 
should  be  known.  In  order  to  prepare  es- 
timates for  future  appropriations,  a com- 
plete classification  of  the  expenditures  of 
each  appropriation  should  be  readily  ob- 
tainable, for  the  conditions  of  one  year 
may  not  be  applicable  to  those  of  the  next 
year.  The  general  ledger  should  not  be 
burdened  with  the  details  of  this  analysis, 
hut  indej)endent  records  kc])t  for  this  pur- 
pose, the  accuracy  of  which  would  be  veri- 
fied as  to  totals  tlirough  the  controlling  ac- 
counts of  the  general  ledger. 

(4)  The  employment  of  incompetent 
clerks. 

The  best  systems  devised  by  the  most  ca- 
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I)al)Ic  accountants  can  be  hronj^lit  to  nant^ht 
by  incompetent  clerks,  ami  no  lastinj^  im- 
provement in  municipal  accounting  can  be 
effected  without  a corresponding  improve- 
ment in  the  intelligence  and  morale  of  the 
men  who  have  the  duty  of  carrying  out  the 
methods  inaugurated.  It  is  therefore  a mis- 
fortune that  the  prospects  offered  by  a 
clerkship  in  a municipal  government  are 
not  equal  to  those  offered  in  other  lines  of 
work,  hence  these  positions  are  not  usually 
attractive  to  bright  and  energetic  young 
men. 

In  a naval  squadron  ordered  to  act  as  a 
unit,  it  is  the  slowest  vessel  that  sets  the 
pace,  and  in  like  manner,  the  public  ac- 
countant's capabilities  are  limited  by  the  in- 
telligence of  those  who  have  to  work  under 
his  instructions.  Our  profession  therefore 
demands  a combined  effort  not  only  to  im- 
lu'ove  the  present  methods  of  municipal  ac- 
counting. hut  by  whatever  means  we  have 
in  our  power,  to  encourage  and  foster 
higher  ideals  and  greater  intelligence  among 
those  whom  we  depend  upon  for  the  results. 
Otherwise,  our  labor  will  have  been  in  vain. 


THE  LIABIUTY  INCURRED  BY  TRUST  COM  , 
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TIONS IN  THE  OFFERING  OF  SE- 
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BY  EDWAKU  W.  IIARRI.S,  OF  HiVOR  .Y  HARRIS, 
ATTORNEYS,  NEW  YORK. 

It  may  he  observed  at  the  outset  that  the 
false  representations  referred  to  in  the  title 
of  this  paper  may  have  been  made  by  pros- 
pectuses, corporate  reports  or  personal 
statements. 

In  legal  aspect  there  is  little  difference 
between  misstatements  as  effecting  sales  of 
securities  and  misstatements  as  effecting 
subscriptions  therefor.  Just  what  does 
amount  to  a fraudulent  misrepresentation, 
which  will  give  rise  to  an  action  for  deceit 
to  the  purchaser,  is  difficult  to  state,  each 
case  standing  upon  its  own  facts. 

In  a leading  English  case  Lord  Herschell 
in  a very  learned  opinion  thus  states  the 
rules  which  should  govern  cases  of  this 
character : 

“First,  in  order  to  sustain  an  action  of 
deceit  there  must  be  proof  of  fraud,  and 
nothing  short  of  that  will  suffice.  Secondly, 
fraud  is  proved  when  it  is  shown  that  a 
false  representation  has  been  made  ( i ) 
knowingly,  or  (2)  without  belief  in  its 
truth,  or  (3)  recklessly,  careless  whether  it 
be  true  or  false.  . . . 

“The  test  which  F propose  employing  is 
to  inquire  whether  the  defendants  know- 
ingly made  a false  statement  in  this  respect 
(material  facts  in  the  prospectus),  or 
whether,  on  the  contrary,  they  honestly  be- 


lieved what  they  stated  to  be  a true  and 
fair  representation  of  tbe  facts.” 

When  fraudulent  representatiems  art 
made  it  does  not  matter  if  they  are  not  di- 
rected to  the  person  who  may  have  been  in- 
jured by  relying  on  them.  If  a prospectus, 
issued  for  the  purpose  of  obtaining  sub- 
scriptions or  the  sales  of  securities,  comes 
into  the  hands  of  a stranger,  and,  relying 
upon  it,  he  invests  in  the  securities  adver- 
tised, and  is  injured  thereby,  he  has  an  ac- 
tion at  law  for  damages  against  the  wrong- 
doer. 

On  the  question  of  fraudulent  intent  the 
Court  of  Appeals,  New  York,  has  held  that 
where  the  failure  to  disclose  a claim  against 
a company  in  a statement  purporting  to  con- 
tain its  entire  assets  and  liabilities  was  at- 
tributable to  an  honest  belief  upon  reason- 
able grounds,  the  fraudulent  intent  was  lack- 
ing and  the  charge  of  deceit  failed. 

It  was  formerly  laid  down  that  an  action 
for  deceit  would  not  lie  against  the  corpora- 
tion itself,  liecause  the  gist  of  the  action  is 
fraudulent  intent,  and  a fradulcnt  intent  is 
not  imi)utal)le  to  an  artificial  body.  The 
present  doctrine,  however,  is  otherwise,  and 
in  a recent  case  in  this  state  against  a trust 
company  it  was  held  that  a corporation  as 
well  as  an  individual  may  bo  liable  for  false 
representations  in  a prospectus  issued  by  it 
to  sell  stock  of  another  company. 

W e now  reach  the  interesting  inquirv 
whether  a tlircctor  is  liable  for  the  fraudu- 
lent representations  of  his  codirectors.  The 
foundation  of  this  action  being  fraudulent 
intent,  it  follows  that  an  innocent  director 
is  not  liable  for  the  fraudulent  representa- 
tions of  his  codirectors.  But  a director  who 
stands  by  and  allows  a codirector  to  make 
the  false  representations  is  equallv  charge- 
able. 

The  Court  of  Appeals  in  this  state  has 
declared  that  the  mere  fact  of  being  a di- 
rector or  stockholder  is  not  per  sc  sufficient 
to  hold  a party  liable  for  the  frauds  or  mis- 
representations of  the  active  managers  of 
the  corporation.  Some  knowledge  and  par- 
ticipation in  the  act  claimed  to  be  fraudulent 
must  be  brought  home  to  the  person  sought 
to  Ije  charged. 

In  its  relation  to  commercial  enterprises 
there  are  three  principal  dangers  to  be 
avoided  by  a trust  company : 

(a)  Connection  with  the  prospectus. 

(b)  Responsibility  to  subscribers  for  sat- 
isfactory underwriting. 

(c)  Responsibility  for  statements  con- 
cerning tbe  value  of  the  .securities. 

The  necessity  of  refraining  from  any  con- 
nection with  or  responsibility  for  tbe  pros- 
pectus is  so  obvious  as  to  need  no  further 
discussion.  The  decisions  of  the  courts  are 
to  the  effect  that  responsibility  for  the  state- 
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incuts  therein  contained  does  not  require 
an  actual  signing  of  the  prospectus,  but 
such  facts  and  circumstances  as  would  lead 
a reasonable  man  to  believe  that  the  respon- 
sibility for  tbe  statements  contained  therein 
was  assumed  by  the  trust  company  are  suffi- 
cient to  hold  it  to  a legal  liability  thereon. 

In  the  case  of  a corporation  organized  a 
few  years  since  none  of  these  dangers  were 
sufficiently  guarded  against.  The  trustee  of 
the  mortgage  securing  an  issue  of  bonds, 
having  agreed  to  loan  moneys  upon  notes 
secured  by  underwriting  of  the  bonds,  al- 
lowed its  name  to  be  placed  uiion  the  pros- 
jiectus  and  assumed  the  obligation  of  declar- 
ing the  underwriting  to  be  effective  when 
sub.scribed  in  a certain  amount  by  under- 
writers .satisfactory  to  the  trust  com])any. 

In  this  |)articular  case  the  corporation  had 
jiarted  with  all  its  securities  to  the  pro- 
moters on  the  promoters’  agreement  to 
cause  certain  properties  to  he  transferred  to 
it.  and  to  erect  factories  and  to  furnish  a 
certain  amount  of  working  capital  in  cash 
and  returned  securities  of  the  company.  The 
corporation,  having  divested  itself  of  all  its 
securities,  was  without  recourse,  except  to 
the  financial  responsibility  of  the  promoters, 
which,  in  this  case,  was  insufficient  to  en- 
able the  corporation  to  continue  in  its  pro- 
posed jilan  of  operation.  A large  percent- 
age of  the  underwriters  failed  to  respond  to 
ihe  calls,  and  those  who  completed  their 
payments  under  the  contract  claimed  dam- 
ages against  the  trust  company  for  false 
representations  of  fact,  first,  in  the  pro.s])ec- 
tus,  and.  second,  in  its  acceptance  of  the  un- 
derwriters, and,  third,  for  concealment  of 
the  failure  of  the  underwriters  to  respond 
to  the  several  calls  for  payment,  further 
claiming  that  the  connection  of  the  trust 
companv  with  the  promoters  of  the  enter- 
]irisc  was  so  close  as  to  make  it  the  agent  of 
the  promoters  and  responsible  for  the  fail- 
ure of  the  financial  plan. 

In  an  underwriting  agreement  the  sole 
attitude  of  a trust  company  should  be  that 
of  a lender  of  money,  and  it  is  desirable  in 
all  cases  that  the  trust  company  avoid  the 
responsibility  of  declaring  the  underwriting- 
effective  as  between  the  underwriters  them- 
selves, based  upon  tbe  amounts  subscribed 
and  the  responsibility  of  the  underwriters. 
'I'he  only  .safe  method  for  the  lender  of 
money  is  to  regard  its  own  protection  and 
contract  to  loan  the  money  when  the  sub- 
scriptions, in  amount  and  responsibility,  are 
satisfactory  to  it  as  the  security  for  its  loan 
only.  Any  further  extension  of  obligation 
on  the  part  of  the  trust  company  raises  the 
question  of  fact  as  to  the  due  diligence  and 
effort  on  the  part  of  the  lender  in  respect 
of  the  examination  into  the  authenticity  of 
the  signatures  and  the  responsibility  of  the 


several  subscribers.  While  due  diligence 
may  have  been  used  by  the  trust  company 
in  those  particulars,  nevertheless  the  com- 
jiany  becomes  open  to  an  attack  upon  the 
(piestion  of  fact,  with  the  result  that  no  cer- 
tain opinion  can  be  expressed  as  to  the  ulti- 
mate liability  of  the  trust  company,  owing 
to  the  uncertainty  of  forecasting  the  ver- 
dict of  juries  on  disputed  questions  of 
facts,  and  the  impos.sihility  of  finding  prece- 
dents on  all  fours  with  the  case  in  hand. 

Where  disputes  arise  in  a court  of  law 
upon  (jiiestious  of  fact  each  case  is  neces- 
sarily decided  upon  the  conditions  arising 
in  that  particular  case,  and  it  is  generally 
impossible  to  find  decisions  exactly  cover- 
ing the  ea.se  in  hand.  'I'he  construction  and 
interpretations  by  courts  of  the  last  resort 
of  the  contracts  and  instruments  connected 
with  the  combination  and  congregations  of 
industrial  enterprises  are  at  tbe  present  time 
comparatively  few  and  are  frequently 
widely  differing  in  their  processes  of  rea- 
soning and  their  results  announced,  public 
sentiment  and  public  policy  of  the  various 
political  suhdivisions  aff'ecting  to  a consider- 
able extent,  the  rules  promulgated  hy  the 
courts  so  far  as  they  have  gone.  An  ex- 
amination of  jiulieial  decisions,  however, 
covering  a period  of  the  last  twenty  years, 
exhibits  a tendency  on  tbe  part  of  the  bench 
to  hold  to  a stricter  responsibility  those  con- 
nected with  the  formation  of  commercial 
enterpri.ses,  and,  in  recent  cases,  to  pierce 
through  the  fiction  of  dummies  and  figure- 
heads, and  to  place  the  responsibility  upon 
those  actually  interested  in  enterprises,  for 
the  results  of  the  acts  done  under  their  real 
supervision  and  control. 

No  more  definite  or  .safer  rule,  perhaps, 
can  be  stated  than  this:  The  trust  com- 

jiany  should  remain  a trust  company,  and 
.should  exerci.se  the  greatest  caution  in  as- 
suming relations  involving  responsibilitv 
for  the  value  of  securities. 
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THH  PROFHSSIONAl.  ACCOUNTANl'  A 
NHCHSSITY. 

1!Y  A.  J.  STALLINGS,  C.  1’.  A. 

Why  not?  In  llie  fonnalion  of  a part- 
nership or  stock  coinijany  wlicrc  contracts 
and  other  les^'al  documents  are  to  l)c  exe- 
cuted, tile  attorney  is  always  called  in  con 
snltatioii  to  ascertain  if  these  contracts  or 
articles  of  incorporation  are  correctly 
drawn.  It  is  the  desire  of  the  writer  to 
demonstrate  to  the  business  man  that  the 
services  of  a public  accountant  in  the  for- 
mation of  these  partnershi[)s  and  corpora- 
tions are  jnst  as  indispensable  as  are  those 
of  his  attorney.  The  correctness  of  the 
opening  entries  for  a set  of  books  to  record 
all  future  transactions  of  the  new  company 
is  of  mnch  greater  importance  and  worthy 
of  greater  consideration  than  is  customarily 
sn])]K)sed.  It  would  be  astonishing-  infor- 
mation to  point  out  the  small  percentage  of 
books  which  correctly  record  the  proper 
opening  entries  where  the  services  of  the 
])nblic  accountant  have  not  been  employed. 

Lhi fortunately  it  is  the  general  custom  to 
rely  upon  the  knowledge  of  the  bookkeeper, 
wbo  has  perhaps  entered  into  the  employ 
of  some  firm  as  office  boy  and  by  constant 
and  conscientious  efiforts  advanced  to  the 
bookkeeper’s  desk.  His  well-earned  knowl- 
edge is  all  right  so  far  as  it  goes,  but  it  is 
limited  to  the  ordinary  routine  recording  of 
daily  transactions  only,  such  as  cash  re- 
ceipts and  disbursements,  entering  invoices 
of  goods  received  and  goods  shipped,  post- 
ing to  ledger  accounts  and  taking  trial  bal- 
ances. Thus,  it  can  readily  be  seen  that  the 
scope  of  his  experience  does  not  in  most 
cases  extend  far  enough  to  enable  him  to 
spread  upon  the  books  of  a new  company, 
in  proper  form,  the  assets  and  liabilities  ob- 
tained from  the  minute  books  and  various 
other  sources. 

The  public  accountant,  with  a long  and 
varied  experience,  is  well  equipped  to  do 
this  work.  His  training  is  not  only  in  the 
knowledge  of  figures  and  accuracy,  but  in- 
cludes a thorough  knowledge  of  all  busi- 
ness transactions,  where  knowledge  is 
power  and  experience  a necessity. 
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ciation of  Public  Accountants,  whose  head 
office  is  in  the  Fitzgerald  building,  Indian- 
apolis, it  was  decided  to  incorporate  the 
association.  Proper  legal  documents  have 
been  filed  and  the  advantages  attaching  to 
a state  organization  secured.  The  president 
of  the  association  is  J.  H.  C.  Denman ; 
vice-president,  E.  B.  Osborn ; secretary  and 
treasurer,  C.  E.  Ereeman. 
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PUTED WRITINGS 


Alterations^  Disguised  Fland  and 
all  Related  Matters 

Till!  ty  years' experience  as  Chirographic  Analyst.  Very  h gliest 
Legal  ami  Hank  Hel'erences.  No  charge  lor  consultation.  Call  upon, 
or  add  I ess 

W.  A.  DRAKE,  A.  M. 

Home  Insurance  Building,  Chicago.  Tel.  Central  4253 


SPLENDID  GROUP  PICTURES 

of  the  Officers  and  Delegates 

of  the 

FEDERATION  OF  ACCOUNTANTS 


(1 


WATSON  & BAKFLITT 

i6o  WASHINUTON  STKKKI 
BUY  AND  SELL 

South  Side  Real  Estate 

I'urchase  Estates  in  Luinidation 
Fruni|>t  Reports 


EDWARD  F,  GORE 

Certified  Public  Accountant 

315  Royal  Insurance  Bldg. 


Are  for  Sale  by 

THE  PAINE  STUDIO 

923  F.  St.,  N.  W.  Washington,  D.  C‘ 


'PCI  j HARRISON  1232 

TELEPHONES  ^ 


CHICAGO 


NEW  YORK 

50  Pine  St. 


CHICAGO 

303  Dearborn  Sl. 


PHILADELPHIA 

424  Walnut  St. 


Manufacturers'  Appraisal  Company 


Furnishes  appraisements  of  buildings,  mechanical  equipment, 
club  and  home  furnishings,  <which  are  •valuable  in  placing  insur- 
ance, proving  loss  in  case  of  fire,  for  comparison  hvitb  book 
values,  for  purposes  of  sale,  or  for  any  other  purpose. 


The  Interest  of  Auditors  and  Accountants  in  Our  Plan  is  Especially 

Solicited. 


“Everything  in  Stationery” 

from  blank  books  to  paper  clips,  the  most 
complete  line  in  America.  This  48-page 

LOOSE  LEAP  LEDGER  HAND  BOOK 

is  not  merely  a catalogue  and  price  list. 

It  is  much  more.  It  is  a complete  com- 
pendium of  modern  office  supplies. 

Loose  Leaf  Ledgers  Loose  Leaf  Economies 
Loose  Leaf  Binders  Loose  Leaf  Inventories 
Loose  Leaf  Receipt  System 
Loose  Leaf  Order  System 

A catalogue  descriptive  of  our  extensive  and  varied  stock  of  business  forms 
adapted  to  the  Loose  Leaf  System. 

Everything  that  you  can  possibly  have  use  for,  fully  illustrated  and  de- 
scribed. Completely  indexed. 

We  will  send  you  this  48-page  book  with  many  illustrations,  absolutely 
FREE.  We  even  prepay  the  postage.  You  may  not  need  it  this  week  or  next, 
but  when  you  do,  it  will  pay  you  to  have  at  your  command,  our  goods  and  our  prices. 
Request  on  your  business  letter  head  will  bring  it — don’t  use  a postal  card. 

MARSBALLJACKSON  COMPANY, 

140-146  Monroe  Street,  = = = Chicago 

The  largest  Account  Book  Stationery  and  Printing  House  in  America. 
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CHARGED  WITH  EMBEZZLEMENT. 

The  following  is  a list  of  persons  accused  of  embezzlement,  according  to  the 
news  columns  of  the  daily  press,  between  the  dates  shown.  The  Auditor  does  not 
claim  to  have  any  knowledge  of  the  guilt  or  innocence  of  the  accused : 


DATE 

KE  PORTED. 

ACCUSED. 

AMOUNT.  POSITION. 

ADDRESS. 

Nov.  20 

Miss  Fanny  M.  C.'oiby. 

.$  15,000.  . Cashier 

Janies  Wallace 

30,000.  .Clerk 

“ ^5 

J’ialpli  D.  Boyiiigton.. 

338.  . .Station  Agent Raven.swood,  Chicago 

“ 24 

)olin  D.  Green 

500.  . Manufacturer’s  Agent 

Chicago 

“ 19 

Slieldon  T.  Bent 

3,000.  .Manager 

“ 18 

W.  \V.  Leigliton 

41,000.  . Bank  President 

Lima,  O. 

19 

lames  Stanford 

1,200.  .Clerk 

“ 19 

Dr.  Calvin  ilalliavvay. 

14,000.  . Bank  President 

Montpelier,  O. 

“ 23 

Arnold  lieautliien 

(k),ooo.  . Bank  Cashier 

Davenport,  la. 

“ 22 

j.  W.  Whitman 

1, 000.. Clerk  of  Court 

Van  Wert,  O. 

“ 20 

N.  S.  McCTurkcn 

1,000.  . Collector 

. .Los  Angeles,  Cal. 

" 23 

William  Golden 

800. . School  Treasurer.  . . . 

. . . Independence,  la. 

“ 17 

M.  L.  ClilTonl 

1,000.  . Manufacturer’s  Agent 

Butte,  Mont. 

“ 24 

Clias.  11.  Long 

95..  Station  Agent 

Modesto,  Cal. 

“ 3u 

Frank  R.  Chandler.... 

1,500.  .Real  Estate 

Chicago 

••  28 

0.  C.  lligbee 

2,800 . . Manager 

Papillion,  Neb. 

“ 24 

Tlios.  Ileaslip 

2,500.  .Assistant  Postmaster. 

. . Minto,  Man.,  Can. 

26 

jolin  W.  Kelley 

600..  Station  Agent 

Jessup,  Md. 

“ 26 

R.  A.  Woods 

25,000.  . Secy.  Savings  Bank.. 

Lima,  O. 

“ 27 

11.  11.  Disbrow 

550.  . Commercial  Traveler. 

Keosauqua,  la. 

“ 30 

11.  0.  Barlicr 

37, 1 20..  Bank  Clerk 

Cambridge,  O. 

“ 22 

Oscar  F'.  F'unkc 

100.  . Solicitor 

.San  Francisco,  Cal. 

“ 24 

K.  R.  1 Icnderson 

40,000.  . Railroad  Auditor 

Macon,  Ga. 

“ 24 

F'rcd  Bower 

400.  .Clerk '.  . 

Cincinnati,  O. 

“ 21 

James  1’.  Storm 

15,000.  .County  Treasurer.  . . . 

Prescott,  Ariz. 

“ 30 

Chas.  0.  Erbaugh 

10,300.  .Attorney 

“ 29 

Charles  Neff 

. - 1, 200.. Clerk  School  Board.. 

Columbus,  0 

“ 29 

H.  D.  Ferguson 

1, 285.. Hotel  Clerk 

“ 730 

Alfred  Bischman 

1,700.  . Bookkeeper 

“ 29 

John  M.  White 

1 74..  Clerk 

“ 28 

Blumenthal  

. £250,000 . , Manager 

“ 30 

Aug.  Schoub 

•$  35.  .Collector 

“ 29 

A.  0.  Baker 

i,200..Supt.  Waterworks... 

. . ..W''ellington,  Kan. 

“ 28 

Chas.  B.  Thompson.  . 

20,000. . Treasurer  Coal  Co... 

....  Petersburg,  Ind. 

“ 28 

F.  M.  Tibbals 

1,700.  . Postmaster 

. . Bridgeport,  Conn. 

“ 29 

Gus  Ray 

500.  .Collector 

St.  Louis,  Mo. 

“ 27 

John  Case 

8,908.9 1 Tax  Collector 

. . M ontgomery,  Ala. 

Dec.  2 

C.  H.  Colins 

25, 300..  Bank  Cashier 

. . . .Des  Moines,  la. 

2 

W.  H.  Colton 

25,000.. Bank  Cashier 

Wapello,  la. 

Nov.  29 

Sol.  Seligman 

70.  .Agent  (Commercial). 

Flint,  Mich. 

“ 29 

Jos.  Warden 

500. . Collector  (Com’l) . . . . 

.Atlantic  City,  N.  J. 

Dec.  I 

Gns  Klein 

106.  .Salesman 

Covington,  Ky. 

“ 5 

Wm.  J.  Mendnm 

21,000.  . Executor 

.Portsmouth,  N.  H. 

Nov.  25 

11.  D.  Wilder 

1, 400..  Agent 

“ 24 

W.  R.  Eaves 

8,000.  .Bank  Teller 

Arlington,  Tex. 

“ 29 

Gns  Ray 

500.  .Driver 

Dec.  3 

A.  Martinean 

70,000.  .Government  Clerk.  . . 

“ 6 

James  F.  Lingafelter. 

75, 000.. Bank  Cashier 

“ 3 

G.  C.  Lee 

100.  . Salesman 

....Memphis,  Tenn. 

“ 6 

Charles  Frost 

15,000. . Confidential  Clerk... 

• East  St.  Louis,  Bl. 

“ 6 

A.  S.  Allen 

32,000 . . Private  Secretary . . . . 

Omaha,  Neb. 

“ 4 

L.  Balliett 

. . 260,000.  . Mine  Manager 

California 

“ 4 

Lewis  Lloffman 

2,500.  . Partner 

Grand  Rapids,  Mich. 

“ 2 

Oscar  Adler 

25,000.  .Private  Banker 

New  York  Citv 

“ 6 

J.  H.  Wood 

10,000.. Bank  President 

“ 2 

Fred  Tillv 

8,000.. City  Treasurer 

. . . .Hoquiam,  Wash. 

“ 3 

Wm.  Appelhay 

500.  . Lodge  Secretary.  . . . 

THE  AODIT  CO, -HEW  YOEK 

Mutual  Life  Bldgs.  Arcade  Bldg.  New  York  Life  Bldg. 

NewYort  PMladelDliia  Chicago 


AUGUST  BELMONT 

Acting  President 
E.  T.  FERINE 

Gen’l  Mgr.  and  Treas 

A.  W.  DUNNING 


JOHN  J.  MITCHELL 
GEORGE  W.  YOUNG 
WILLIAM  A.  NASH 

V Ice-PreBidente 

Western  Manager 


Audits  and  examination  of  accounts  .'.  Ap- 
praisals of  values  of  land,  buildings  and  ma- 
chinery .-.  Certificates  of  profits  and  financial 
conditions  issued  .-.  Financial  and  cost  sys- 
tems of  account  Installed  .•.  .'. 


American  Guaranty  Co. 

ESTABLISHED  1892. 

Capital,  $500,000.00. 

Surplus  and  Undmided  Profits,  $508,581.00. 

Guarantees  Bond  Issues. 

Guarantees  Interest  on  Bonds. 
Guarantees  Dividends  on  Stock. 
Redeems  Stock  Obligations. 

Assumes  Payment  of  Insurance  Premiums. 


DIRECTORS 

FRED’K  M.  STEELE,  President  Standard  Forgings  Co. 

W.  F.  BARNES,  President  Manufacturers  NatT  Bank, 

Rockford,  111. 

CHARLES  L,  FUREY,  Vice-Preiident  of  Company 
FRANK  M.  HEGGIE,  Lepman  <S,  Heggle,  Chicago 
JAMES  L.  BIGELOW,  Treasurer  of  Company 
DUNCAN  A,  HOLADAY,  J,  S.  Brown  & Bro.,  Denver,  Colo. 
LEWIS  W.  PITCHER,  Secretary  of  Company 
n vt  TTirr  T ) Treas.  U.  S.  Realty  & Construction  Co. 

B.  M.  FELLOWS^  ..  ^ Fuller  Co.  New  York 

1 President  Old  Second  National  Bank 
' Aurora,  111. 

“ Illinois  Bankers  Association 


WILLIAM  GEORGE^ 


Chicago  Office,  171  LaSalle  St. 
Ne%>  York  Office,  25  Broad  St, 


The  American  Trust  and  Savings  Bank 

Corner  La  Salle  and  Monroe  Sts.,  Chicago 

• CAPITAL  ; 52,000,000.00 

SURPLUS  : $1,000,000.00 

Commercial  Sa'bings  and  Trust  Departments. 
Interest  Paid  on  Deposits. 

Acts  as  Trustee  in  Bond  Issues,  as  Administrator 
and  Trustee  of  Estates  and  in  every  Trust  Capacity 

Edwin  a.  Potter,  Pres.  James  R.  Chapman,  2d V. -Pres. 
Joy  Morton,  V.-Pres.  John  Jay  Abbott,  Cashier. 

Oliver  C.  Decker,  Frank  H.  Jones,  Secretary. 

Ass’t  Cashier.  George  B.  Caldwell, 

Wm.  P.  Kopf,  Ass’t  Secretary.  Mgr.  Bond  Dept. 

Wilson  W.  Lampert,  Auditor. 


THE  INTERNATIONAL 
AUDIT  COMPANY 


Merchaota  Loan  and  Trust  Building 
— - ■ CHICAGO  ■■■  ■" 


OFFICERS: 

JOHN  McLaren  ..  ..  ..  president 

Formerly  Vice-President  The  Union  National  Bank,  Chicago 

ROBERT  KELSON  ..  Vice-President  and  Manager 
Certihed  Publio  Accountant  and  Fellow  of  the  Amer- 
loan  and  Illinois  Associations  of  Public  Accountants 

JOHN  LOOMIS  McLaren  ..  secretary  and  Treasure 
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[ILLINOIS  SOCIETY  OF  CERTIFIED 
i PUB  Lie  ACCOUNTANTS 


I SECRETARY’S  OFFICE:  31 J ROYAL  INSURANCE  BLDG.,  CHICAGO  I 
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LIST  OF  MEMBERS. 


FELLOWS. 


RELATION. 


FIRM  OR  COMPANY. 


I.OC.-\TION. 


Allen,  Edward 

Bentley,  Arthur 

Boughey,  Frank  M.  . 
Buchanan,  Robert  S. 

Cant,  Reddam 

Cooper,  John  Alex.  . 
Dickinson,  A.  Lowes. 

Dunning,  A.  W 

Fraser,  Edward 

Gore,  Edward  E.  . . . 
Jones,  Laurence  A.  . . 
Joplin,  J.  Porter.  . . . 

Knisely,  C.  W 

Kuhns,  M.  S 

Leith,  John 

Ludlam,  Charles  S. . . 
Macdonald,  R.  O.  . . . 

Marr,  C.  J 

May,  George  O 

McKeand,  C.  A 

Nelson,  Robert 

Niven,  John  B 

Parke,  F.  K 

Pickett,  L.  S 

Reay,  Wm.  M 

Reckitt,  Ernest 

Ring,  Richard  F 

Seatree,  W.  Ernest.  . 

Sells,  E.  W 

Smart,  Allen  R 

Sprung,  F.  W 

Stallings,  A.  J 

Stanley,  Edward.  . . . 
Turville,  Geo.  A. . . . 
Walton,  Seymour.  . . 
Webster,  George  R.  . 
Wilkinson,  George.  . . 

Williams,  John  J 

Wilmot,  H.  W 

Young,  Arthur 

Associates — 

Brown,  John  H 

Greig,  A.  F.  Rattray. 

Laurie,  John 

Millard,  Henry 

Junior — 

Cullen,  W.  H 


Accountant  with . 
Manager 


Partner 

Individual  practice. 
Accountant  with . . . 
Individual  practice. 

Partner 

Western  manager.  . 
Accountant  with . . . 
Assistant  manager. 

Partner 

Partner 

Alanager  

Secretary  

Individual  practice. 

Manager 

Individual  practice. 

Partner 

Partner 

Accountant  with.  . . 

Manager 

Partner 

Partner 

Accountant  with . . . 
In  special  practice. 

Partner 

In  special  practice.  , 

Manager 

Partner 

Manager 

Accountant  with . . . 
Accountant  with . . . 
Manager 


Accountant  with. 

Partner 

Manager 

Partner 

Partner 

Partner 

Partner 


Accountant  with . . . 

Partner 

Accountant  with . . . 
Individual  practice. 


Assistant  with. 


Menzies,  Robertson  & Co 

Jones,  Ciesar,  Dickinson,  Wilmot  & Co. 

Menzies,  Robertson  & Co 

R.  S.  Buchanan 

Wilkinson,  Reckitt,  Williams  & Co 

John  Alex.  Cooper 

Jones,  Caesar,  Dickinson,  Wilmot  & Co. 

The  Audit  Company  of  New  York 

The  Audit  Company  of  New  York 

Barrow,  Wade,  Guthrie  & Co 

Laurence  A.  Jones  & Co 

Walton,  Joplin  & Co 

The  Audit  Company  of  Illinois 

Safeguard  Account  Co 

John  Leith 

Haskins  & Sells 

R.  O.  Macdonald 

Jones,  CiEsar,  Dickinson,  Wilmot  & Co. 
Jones,  Caesar,  Dickinson,  Wilmot  & Co. 

Barrow,  Wade,  Guthrie  & Co 

International  Audit  Co 

Touch,  Niven  & Co 

F.  K.  Parke  & Co 

Barrow,  Wade,  Guthrie  & Co 

Wm.  M.  Reay 

Wilkinson,  Reckitt,  Williams  & Co 

Richard  F.  Ring 

Jones,  Caesar,  Dickinson,  Wilmot  & Co. 

Haskins  & Sells 

Barrow,  Wade,  Guthrie  & Co 

Wilkinson,  Reckitt,  Williams  & Co 

Barrow,  Wade,  Guthrie  & Co 

Jones,  Caesar,  Dickinson,  Wilmot  & Co. 
Jones,  Caesar,  Dickinson,  Wilmot  & Co. 

Walton,  Joplin  & Co 

Jones,  Caesar,  Dickinson,  Wilmot  & Co. 

Wilkinson,  Reckitt,  Williams  & Co 

Wilkinson,  Reckitt,  Williams  & Co 

Jones,  Caesar,  Dickinson,  Wilmot  & Co. 


Stuart  & Young. 


John  Alex.  Cooper 

Greig  & Acheson 

Jones,  Caesar,  Dickinson,  Wilmot  & Co. 
Henry  Millard 


Chicago. 

Chicago. 

Chicago. 

Chicago. 

Chicago. 

Chicago. 

New  York. 
Chicago. 

New  York. 

Chicago. 

Chicago. 

Chicago. 

Chicago. 

Chicago. 

Chicago. 

New  York. 

Chicago. 

Chicago. 

St.  Louis. 

Chicago. 

Chicago. 

New  York. 

Chicago. 

Chicago. 

Chicago. 

Chicago. 

Louisville. 

New  York. 

New  York. 

Chicago. 

Chicago. 

Chicago. 

Pittsburg. 

Chicago. 

Chicago. 

San  Francisco. 
New  York. 
Chicago. 

New  York. 
Chicago. 


Chicago. 
New  AMrk. 
Chicago. 


John  Alex.  Cooper 'Chicago. 
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Directory  of  Accountants 


George  Wilkinson,  C.  P.  A.  Ernest  Reckitt,  C.  P.  A. 
JouN  J.  Williams,  C.  P.  A. 


Wilkinson,  Reckitt,  Williiuns  & Co. 


CERTIFIED  PUBLIC  ACCOUNTANTS 

801-805  Marquette  Building 
CHICAGO,  ILL. 


TELEPHONES 


CENTRAL  IC 


AUTO  4989 
ALSO  AT 


New  York 
52  Hroadway 


Philadelphia 
516  Stephen  Girard  Bldg. 


Telephones 


Harrison  3659 
Automatic  3656 


Walton,  Joplin  & Co. 


Certified 

Public 

Accountants 


52  Broadway 
New  York 


4.  t Kotal  Insurance  Bldg. 
Chicago 


Menzies  Robertson  & Co, 

CERTIFIED 

PUBLIC  ACCOUNTANTS 

429-430  Monadoocfc  Block 
Telephone  Harrison  75s  CHICAGO 


Laurence  A.  Jones 
& Co. 

Certified  Public  Accountants 


Chamber  of  Commerce  Building 
CHICAGO 


TELEPHONES: 

MAIN  4276  AUTOMATIC  3276 


NEW  YORK  OFFICE 
170  Broadway 


FRKDERICK  F.  JUDD.  O.  F.  A.  WILLIAM  H.  SCHMIDT 
DAVID  PALMER 


Judd,  Schmidt,  Palmer 
& Company 


PUBLIC  ACCOUNTANTS 
AND  AUDITORS 


1009  ASHLAND  BLOCK.  CHICAGO 


TELEPHONES!  CENTRAL,  3500  AUTOMATIC  8950 


.^{yeafiea" 

^fuyoayg(r. 


JONES,  CAESAR, 
DICKINSON,  WILMOT  & CO. 

Certified  Public  Accountants 

TRIBUNE  BLDG.,  CHICAGO. 

New  York.  St.  Louis.  Pittsburg.  London. 


Telephone  j SomatSt6n 

John  Alexr:  Cooper 

Certified 

Public 

Accountant 

1722  First  National  Bank  Building^ 


Chicago,  111. 


NEW  YORK 

SAN  FRANCISCO 


LONDON 

MANCHESTER 


SdarroWj  Wade,  Sut/irie&Co, 

CERTIFIED  PUBLIC  ACCOUNTANTS 

313,  314,  315  Rpya.1  Insurance  ‘Building 
169  Jackson  ‘Boule^oard 
CHICAGO 

Telephones  Harrison  1232.  Aut.  2863 

ALLEN  R.  SMART,  C.  P.  A.,  Manager 
EDWARD  E.  GORE,  C.  P.  A.,  Assistant  Manager 


TELEPHONES  1 p 

\ Automatic  5258. 

F.  K.  Parke  & Co. 

Certified 

Public 

Accountants 


FIRST  NATIONAL  BANK  BUILDING 
CHICAGO 


Phones. 

Main  4102 
Auto  4102 


Consulting  and  Expert  Accountant 

SUITE  1403,  SCHILLER  BUILDING 


X.  F.  Rattray  Greig,  C.  P.  A. 


W.  H.  Acheson 


Greig  & Acheson 


Accountants 

AND 

Auditors 


619  ROYAL  INSURANCE  BUILDING 

CHICAGO 


TELEPHONES: 


10  WALL  STREET 
NEW  YORK 


A 

il. 
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PUBLISHED  IN  THE  INTEREST  OP  THE  PROFESSIONAL  ACCOUNTANT. 


Vol.  I. 


Chicago.  III.,  January,  1905. 


No.  5. 


THE  DUTIES  OF  PROFESSIONAL  ACCOUNTANTS  IN  CONNECTION 
WITH  INVESTED  CAPITAL  BOTH  PRIOR  TO  AND 
SUBSEQUENT  TO  THE  INVESTMENT 


BY  FRANCIS  VV.  PIXLEY,  F.  C.  A.,  BARRISTER- AT-LAW. 


As  the  representative  of  the  leading  Insti- 
tute of  Professional  Accountants  in  the 
"“Old  World,”  I should  have  liked,  in  a pa- 
per addressed  to  this  first  great  congress  of 
members  of  the  profession  assembled  in  the 
■“New  World,”  to  have  commenced  with 
reminiscences  culled  from  our  past  history, 
to  have  dealt  reverently  with  the  memory 
■of  some  of  my  predecessors  in  the  presiden- 
tial chair,  and  in  other  ways  to  have  intro- 
-duced  some  romance  into  what  must  be 
necessarily,  without  it,  a dry  paper.  I well 
know  the  veneration  possessed  by  your 
countrymen  for  old  traditions  and  old  mem- 
ories, and  it  is  a regret  that  I cannot  indulge 
in  recollections  of  the  past. 

Much,  however,  as  Americans  value 
antiquities — as  is  evidenced  by  your  acquisi- 
tion of  works  of  art  of  every  description 
from  the  countries  of  the  Old  World — and 
much  as  you  cherish  old  customs  brought 
by  your  ancestors  from  the  mother  country, 
yet  you  in  your  inmost  hearts  are,  I am  con- 
vinced, prouder  of  the  advance  our  country 
has  made  in  the  past  fifty  years,  and  the 
•way  in  which  it  has  crept  up  to  and  gradu- 
ally surpassed  the  countries  of  the  Old 
'World  in  many  departments  of  commerce 
and  finance,  than  of  any  exploits  in  the  past 
of  those  from  whom  you  may  claim  descent. 
For  the  same  reason,  I am  convinced  that 
the  representatives  I have  the  honor  of 


addressing  of  what  is  in  America,  as  with 
us,  a comparatively  new  profession  are  bet- 
ter pleased  to  be  pioneers  of  this  profession 
than  to  be  merely  the  heirs  of  recognized 
forms  and  customs  which  they  are  expected 
to  follow.  Tory  though  I am,  I fully  sym- 
pathize with  this  sentiment. 

Proud  as  are  the  members  of  some  pro- 
fessions of  their  antiquity,  of  customs  care- 
fully preserved,  although  in  many  instances 
out  of  date,  yet  to  assist  in  the  establishment 
of  a new  profession,  to  feel  you  are  one  of 
those  helping  to  form  the  professional  char- 
acter of  those  to  follow  in  your  footsteps — 
to  be,  in  fact,  one  of  the  fathers  of  a pro- 
fession— appeals  to  me,  as  I am  sure  it  does 
to  you,  more  than  to  merely  step  into  the 
shoes  of  those  who  have  gone  before,  and 
to  follow  a beaten  path  out  of  which  it  is 
unwise  to  stray. 

We — and  I am  speaking  of  our  profes- 
sional brethren  on  the  other  side  of  the  At- 
lantic as  well  as  for  the  members  of  those 
societies  forming  the  federation  under 
whose  auspices  is  assembled  this  great  con- 
gress— are  making  this  beaten  path  for 
others  to  follow.  I am  sure  you  will  agree 
with  me  that  a heavy  responsibility  conse- 
quently rests  upon  us,  as  the  doctrines  we 
lay  down  for  ourselves  to  follow  must 
necessarily  not  only  have  a great  and  abid- 
ing influence  on  our  successors,  but  also 
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show  llic  financial  and  commercial  com- 
immity  of  the  present  day  whether  they  can 
confidently  entrust  us  with  the  great  and 
important  duties  we  profess  to  transact  so 
as  to  secure  for  ourselves  and  our  successors 
that  general  feeling  of  confidence  without 
which  no  j^rofession  can  flourish  even  for  a 
time,  much  less  endure,  as  we  hope  ours 
will,  in  the  ages  to  come. 

-Although  the  profession  of  accountancy 
is  comparatively  speaking  a new  one,  yet 
the  most  important  branch  of  our  work  has 
a distinct  claim  to  antiquity.  It  is  certain 
that  for  over  six  centuries  the  office  of 
auditor  has  existed,  as  in  1299  we  find  men- 
tion of  an  auditor  of  the  accounts  of  the 
Corporation  of  the  City  of  London.  In  the 
“Vision  of  Piers  Ploughman,”  written  by 
Langland,  and  published  in  1377,  and  in 
Paston’s  “Letters,”  written  in  1469,  refer- 
ences to  auditors  are  found ; while  in 
Shakespeare’s  play,  “Timon  of  Athens,” 
the  following  lines  appear : 

“If  you  suspect  my  husbandry  or  falsehood, 
Call  me  before  the  exactest  auditors 
And  set  me  on  the  proof.” 

On  a tombstone  in  the  old  Church  of  St. 
Alar}',  Chesham,  Berkshire,  is  the  following 
quaint  inscription  recording  a death  which 
occurred  in  1626:  “Here  lyeth  Richard 

Bowie,  who  faithfully  served  divers  great 
Lordes  as  Auditor  on  earth,  but  above  all  he 
prepared  himself  to  give  up  his  account  to 
the  Lord  of  Heaven,  and  rests  from  his  tor- 
ments and  labors.” 

-Auditors,  however,  of  those  times  were 
not  selected  from  any  particular  body,  and 
I fancy  a very  slight  knowledge  of  accounts, 
or  perhaps  only  an  assumed  knowledge,  was 
all  that  was  required  to  obtain  the  office. 
This  is  scarcely  to  be  wondered  at  when  we 
reflect  that  even  in  these  practical  times  the 
duties  of  auditors  are  frequently  entrusted 
to  persons  who  have  given  no  proof  what- 
ever of  possessing  the  necessary  qualifica- 
tions for  their  duties. 

-Although  lawyers,  actuaries  and  valuers 


have  for  long  been  deemed  necessary  ad- 
juncts to  finance  and  commerce,  yet,  strange 
to  say,  even  in  your  country  professional  ac- 
countancy is  of  modern  growth.  I think  I 
am  justified  in  claiming  that  it  is  an  impor- 
tation from  the  other  side  of  the  water ; and 
it  was  the  practical  common-sense  which 
distinguishes  our  fellow  countrymen  north 
of  the  Tweed,  which  first  recognized  the 
necessity  for  the  professional  accountant. 

Our  Scottish  brethren  are  about  to  cele- 
brate the  completion  of  the  first  half  century 
of  the  recognition  of  professional  account- 
ancy in  the  United  Kingdom  of  Great 
Britain  and  Ireland,  in  commemoration  of 
the  fact  that  on  the  23d  of  October,  1854, 
the  Society  of  Accountants  in  Edinburgh 
was  incorporated  by  royal  charter.  It  is,  of 
course,  apparent  that  accountancy  as  a pro- 
fession existed  earlier  than  this,  otherwise 
its  members  would  not  have  had  sufficient 
influence  to  obtain  a royal  charter  forming 
themselves  into  a corporate  body  endowed 
with  certain  privileges.  Previous,  however, 
to  the  granting  of  the  royal  charter  there 
was  not  much  recognition  or  notice  taken 
of  the  practicing  accountants,  while  from 
the  date  I mentioned  chartered  accountants 
have  in  Edinburgh  held  a very  high  posi- 
tion, not  only  in  the  estimation  of  the  com- 
mercial and  financial  world,  but  also  in  the 
social  life  of  the  Scottish  capital. 

The  following  year  a similar  society  in 
Glasgow  obtained  a royal  charter,  and 
twelve  years  later  another  society  in  -Aber- 
deen was  similarly  successful.  -At  the  pres- 
ent moment  all  the  recognized  members  of 
the  profession,  whether  practicing  in  Scot- 
land itself  or  in  other  parts  of  the  world  as 
chartered  accountants  of  Scotland,  belong 
to  one  of  these  three  chartered  associations. 

-Although  my  paper  is  not  intended  in  any 
way  to  be  historical,  yet  I feel  that,  having 
regard  to  the  present  occasion,  some  refer- 
ence to  the  origin  and  growth  of  the  pro- 
fession in  the  United  Kingdom  will  not  be 
considered  out  of  place.  I will,  however. 
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coniine  myself  to  a very  short  reference  to 
this  subject,  and  will  content  myself  by  add- 
ing that  in  1880  various  associations  of  pro- 
fessional accountants  practicing  in  London 
and  some  of  the  principal  provincial  towns 
in  England  were  incorporated  into  one  l)ody 
under  the  style  of  “The  Institute  of  Char- 
tered Accountants  in  England  and  Wales.” 
This  institute  has  met  with  ever-increasing 
success,  not  only  in  the  esteem  of  the  legal, 
financial  and  commercial  world,  but  also  in 
the  gradual  and  steady  addition  to  its  num- 
bers. It  now  contains  about  3,200  mem- 
bers, and  I am  proud  that,  on  the  kind  invi- 
tation of  the  Eederation  of  Societies  of 
Public  Accountants  in  the  United  States  of 
America  to  send  a representative  to  this 
congress,  they  have  done  me  the  honor  to 
select  me  to  be  their  representative. 

In  order  to  complete  my  short  statistical 
statement,  I have  to  add  that  in  1888  the 
leading  members  of  the  profesison  in  Ire- 
land were  incorporated  by  royal  charter  un- 
der the  style  of  “The  Institute  of  Chartered 
Accountants  in  Ireland,”  and  at  the  present 
moment  the' chartered  accountants  of  the 
United  Kingdom  are  upward  of  4,000  in 
number,  divided  among  the  various  insti- 
tutes as  follows : 

Members. 


The  Institute  of  Chartered  Account- 
ants in  England  and  Wales 3,200 

The  Society  of  Accountants  in  Edin- 
burgh   390 

The  Institute  of  Accountants  and 

Actuaries  in  Glasgow 410 

The  Society  of  Accountants  in  Aber- 
deen   ' 50 

The  Institute  of  Chartered  Account- 
ants in  Ireland 7° 


Special  provisions  were  made  in  these 
charters  for  the  purpose  of  safeguarding 
the  interests  of  those  who,  while  not  being 
in  actual  practice  at  the  date  of  the  charter, 
it  might  be  inferred,  through  their  being  in 
the  chambers  of  a practicing  accountant, 
that  they  intended  at  some  future  date  to 


()7 

follow  the  profession.  Although  it  is  now 
nearly  a quarter  of  a century  since  my  in- 
stitute obtained  its  charter,  yet  it  is  possible 
even  now  for  those  who  at  the  date  of  the 
charter  were  practicing  as  professional  ac- 
countants to  be  admitted  as  members,  and 
also  those  who  were  clerks.  In  other  words, 
provision  was  made  for  taking  into  our 
ranks  anyone  who  at  the  date  of  the  charter 
was  only  a boy  in  a professional  account- 
ant’s office. 

Notwithstanding  this,  there  later  on  ap- 
peared persons  who  wished  to  practice  as 
professional  accountants  without  qualifying 
themselves  in  the  manner  prescribed  by  the 
charter ; and  as  the  charter,  unfortunately, 
granted  no  monopoly — such  as  is  enjoyed 
by  barristers,  solicitors  and  medical  men — 
other  societies  of  accountants  have  been 
formed  under  various  distinguishing  names. 

This  is  much  to  be  regretted,  but  they 
have  practically  done  the  chartered  ac- 
countants little  if  any  injury.  In  his  ad- 
dress to  the  seventh  provincial  meeting  of 
the  Institute  of  Chartered  Accountants  in 
England  and  Wales,  held  at  Birmingham 
in  1901,  Mr.  Walter  N.  Fisher,  the  presi- 
dent, stated  that,  as  a result  of  an  analysis 
of  the  London  Stock  Exchange  Official  In- 
telligence of  that  year,  he  had  ascertained 
that  of  4,166  companies  3,133  were  audited 
solely  and  185  partly  by  members  of  the 
English  Institute,  and  321  b)’  members  of 
the  Scottish  and  Irish  societies,  and  that 
out  of  the  remaining  527  companies  444 
were  apparently  audited  by  private  indi- 
viduals, or,  at  any  rate,  by  persons  not  be- 
longing to  any  society. 

Now,  although  a large  portion  of  the 
practice  of  chartered  accountants — in  the 
United  Kingdom,  at  any  rate — consists  in 
the  holding  of  certain  public  offices,  such 
as  liquidators,  trustees,  receivers,  adminis- 
trators, etc.,  yet  we  practically  hold  all 
these  offices  by  reason  of  qur  special  apti- 
tude for  investigating  accounts,  and  the 
greater  portion  of  our  work  consists  in  our 
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being  professionally  employed  on  behalf  of 
those  who  are  either  about  to  invest  their 
capital,  or,  having  invested  it,  wish  to  be 
informed  from  time  to  time  as  to  the  finan- 
cial result  of  its  investment. 

Professional  accountants  acting  for  in- 
vestors of  capital  are  either  instructed  by 
persons  who  intend  to  invest  their  own  cap- 
ital in  some  established  business  or  enter- 
prise, or  they  may  receive  their  instructions 
from  those  who  do  not  intend  to  make  any 
investment  themselves,  but  only  wish  to  in- 
duce others  to  do  so.  In  the  former  case 
they  act  for  a client  who,  having  had  a prop- 
osition placed  in  front  of  him  requiring  capi- 
tal either  to  develop  a new  enterprise,  or  to 
increase  an  existing  business  by  means  of 
additional  capital,  or  to  replace  the  capital 
of  a retiring  proprietor,  so  far  entertains 
the  proposal  that  he  is  prepared  to  embark 
in  it  should  the  investigation  of  the  accounts 
bear  out  the  statements  made  to  him.  In 
the  latter  case  they  receive  instructions 
from  persons  about  to  float  an  enterprise 
whose  object  is  to  induce  others  to  invest 
their  capital  on  the  strength  of  the  profits 
earned  in  the  past,  as  certified  by  the  pro- 
fessional accountant.  In  both  these  cases 
a responsibility  lies  on  the  accountant,  and 
while  in  many  respects  his  duties  are  simi- 
lar, yet  in  the  second  instance  they  are 
vastly  more  responsible. 

When  acting  for  a private  client  the  re- 
sponsibilities of  a professional  accountant 
are  limited  to  a great  extent  by  the  instruc- 
tions given  him.  For  example,  supposing 
his  client  wishes  to  purchase  a business  or 
acquire  an  interest  in  one  as  a working 
partner,  he  may,  if  a capable  business  man, 
limit  the  extent  of  his  accountant’s  investi- 
gation. He  may  have  been  long  acquainted 
with  the  proprietor  of  the  business,  and  be 
so  thoroughly  satisfied  as  to  his  honesty  as 
to  only  require  a partial  investigation  of 
the  accounts;  as  a result,  he  may  possibly 
instruct  his  accountant  to  accept  certain  de- 
tails as  correct,  and,  by  taking  totals,  pre- 


pare therefrom  a profit  and  loss  account 
for  the  number  of  years  he  may  select,  and! 
report  to  him  thereon. 

To  those  unacquainted  with  the  method 
of  preparing  statements  of  account  this  may 
seem  a roundabout  way  of  accepting  the 
profit  and  loss  account  and  balance  sheets- 
as  prepared  for  the  vendor  by  his  own 
bookkeeper,  but  professional  accountants 
are  well  aware  that  from  the  same  “Trial- 
Balance”  statements  of  profit  and  loss  may 
be  prepared  showing  very  different  results, 
but  without  any  deception  being  intended. 
The  bookkeeper  of  the  vendor,  who  has 
been  in  the  habit  of  placing  before  his  em- 
ployer annual  statements  showing  the  re- 
sult of  the  business  operations,  has  perhaps 
proceeded  on  the  same  lines  year  after  year, 
making  the  same  allowances  for  losses 
likely  to  arise  on  the  realization  of  book 
debts,  calculating  for  depreciation  on  plant 
and  machinery  the  same  annual  percentage, 
and  in  the  same  manner  on  some  fixed  prin- 
ciple arriving  at  the  value  of  the  stock-in- 
trade.  He  may  possibly,  acting  on  instruc- 
tions from  his  employer  given  to  him  years 
ago,  have  omitted  to  charge  interest  on  the 
capital  employed  in  the  business,  and  in 
other  ways  have  prepared  profit  and  loss 
accounts  and  balance  sheets  which,  although 
understood  by  his  employer,  might  be  mis- 
leading were  they  to  be  accepted  by  a pur- 
chaser or  an  incoming  partner  as  a basis 
for  fixing  the  price  to  be  paid  for  the  whole 
or  a share  of  the  business. 

When  a professional  accountant  receives 
limited  instructions  from  a client  about  to 
invest  his  capital  he  will  naturally  in  his  re- 
port showing  the  result  of  his  investigation 
carefully  guard  himself  by  referring  to  these 
instructions,  and  point  out  what  he  has 
omitted  to  look  into,  which,  had  he  been 
left  unfettered,  he  would  have  deemed  it 
necessary  to  have  investigated.  Clients  who 
lose  their  money  have  an  unfortunate  habit 
of  trying  to  fix  the  blame  on  their  profes- 
sional advisors,  be  they  lawyers,  stockbro^ 
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Ivcrs  or  accountants;  and  as  a matter  of  or- 
<linary  precaution  reports  on  investigations 
of  every  description,  whether  the  account- 
.ant  is  left  free  to  pursue  his  own  course  or 
is  restricted  in  any  way,  shoidd  be  so  care- 
fully worded  as  to  give  the  client  no  oppor- 
tunity of  being  able  to  prove  that  the  ac- 
countant neglected  any  portion  of  an  inves- 
tigation necessary  to  fulfill  his  duties  effi- 
ciently. 

The  responsibility  connected  with  an  in- 
vestigation is,  of  course,  heavier  where  the 
client  is  a man  of  inexperience,  and  who, 
■either  having  capital  of  his  own  or  capital 
which  has  been  found  him  by  his  parents  or 
guardians,  wishes  to  venture  the  same  in  a 
business  of  which  he  has  little  or  no  knowl- 
■edge,  and  has  subsequently  to  rely  on  those 
he  may  intrust  with  the  management.  The 
■most  serious  responsibilities,  however,  in 
connection  with  investigations  prior  to  the 
investment  of  capital  are  those  where  the 
professional  accountant  receives  instructions 
from  the  promoter  of  an  enterprise  to  be 
launched  as  a joint  stock  concern,  the  cap- 
ital of  which  is  to  be  found  by  those  who 
.may  be  induced  to  subscribe  the  same  on  the 
faith  of  a prospectris  supported  by  his  cer- 
tificate. 

Previous  to  commencing  the  actual  work, 
there  are  two  most  important  elements  that 
have  to  be  considered,  namely,  the  promoter 
■of  the  proposed  company  and  the  proprietor 
•of  the  business  whose  accounts  have  to  be 
investigated.  Where  the  promoter  has  been 
long  known  to  the  accountant,  and  he  has 
•conducted  investigations  for  him  on  pre- 
vious occasions  which  have  led  to  satisfac- 
tory results,  he  need  not  consider  this ; but 
if  he  is  making  an  investigation  for  a pro- 
moter for  the  first  time,  then  it  is  most  im- 
portant that  he  should  make  inquiries  as  to 
his  antecedents.  However  true  it  may  be 
that  an  accountant  has  to  confine  himself 
almost  entirely  to  facts,  yet  it  is  most  dan- 
gerous for  him  to  act  on  behalf  of  a really 
omscrupulous  promoter.  As  regards  the 


I)roprictor  of  a business,  it  is  unlikely  that 
he  will  have  met  him  before,  and  in  tins  case 
it  is  also  desirable  that  he  should  make  some 
independent  inquiries  as  to  his  character,  as 
there  are  risks  also  in  certifying  to  the  profits 
of  a business  of  an  unscrupulous  person  who 
may  wish  to  entirely  dispose  of  it.  Bearing 
this  in  mind,  the  accountant  should  make 
himself  acquainted  with  the  reason  for  the 
proposed  conversion  of  the  business  into  a 
joint  stock  enterprise,  as  although  there  may 
be  very  many  legitimate  reasons — such  as 
an  elderly  man  wishing  to  relinquish  a por- 
tion of  his  labors ; the  division  of  a business 
into  a larger  number  of  holdings  than  can 
be  dealt  with  in  an  ordinary  deed  of  part- 
nership ; a death,  or  other  family  reasons ; 
or  for  the  very  legitimate  reason  of  wishing 
to  retire  from  business  altogether — still,  ex- 
perience has  shown  that  many  proprietors 
of  declining  businesses  have  taken  advan- 
tage of  the  facilities  which  exist  for  trans- 
ferring them  to  joint  stock  companies.  In 
many  of  these  cases  they  have,  I regret  to 
state,  been  assisted  by  disreputable  profes- 
sional men ; but  frequently  they  kept  their 
dishonest  intentions  to  themselves,  with  the 
result  that  entirely  innocent  lawyers  and  ac- 
countants have  been  implicated  without  be- 
ing guilty  of  any  worse  crime  than  careless- 
ness in  not  having  investigated  the  antece- 
dents of  their  clients. 

In  an  investigation  conducted  under  these 
circumstances,  although  certain  instructions 
must  of  necessity  be  given  to  the  accountant 
by  his  client,  the  promoter,  the  former  must 
to  a certain  extent,  and  in  some  cases  to  a 
very  great  extent,  retain  in  his  own  hands 
the  decision  of  a number  of  points  which  in 
an  investigation  for  private  clients  might  be 
limited  by  his  instructions.  I do  not,  of 
course,  lay  down  the  doctrine  that  a profes- 
sional accountant  is  a guardian  of  public 
morals,  or  has  to  act  with  paternal  solicitude 
on  behalf  of  those  who  may,  by  means  of 
his  certificate,  become  an  investor  in  an  en- 
terprise such  as  I am  indicating.  All  I wish 
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to  claim — and  I trust  you  will  support  me 
in  this — is  that,  in  giving  a certificate  under 
the  circumstances  I am  considering,  a pro- 
fessional accountant  must  not  consider  that 
he  has  done  his  duty  when  he  has  certified 
as  correct  a statement  or  statements  of  ac- 
count, which  on  the  ground  of  arithemetical 
inaccuracy  cannot  be  assailed.  This  is  a 
view  of  a professional  accountant’s  duties 
which  the  members  of  the  chartered  insti- 
tutes of  the  United  Kingdom  would  not  sup- 
port for  one  moment,  and  I feel  sure  that  on 
this  side  of  the  Atlantic  you  would  not  de- 
sire to  set  up  a lower  standard  of  profes- 
sional duty. 

The  Insi  itute  of  Chartered  Accountants  in 
England  and  W’ales  has  not,  any  more  than 
has  the  governing  body  of  any  of  the  other 
learned  professions,  attempted  to  prescribe 
rules  for  the  ordinary  conduct  of  its  mem- 
bers in  connection  with  professional  work, 
but  certain  matters  connected  with  the  sub- 
ject of  this  paper  have  been  brought  to  their 
notice  from  time  to  time,  and,  without  in 
any  way  attempting  to  speak  for  the  institute 
on  such  an  important  matter,  I will  content 
myself  by  stating  that  the  leading  members 
of  the  profession  in  England  have  come  to 
the  conclusion  that  it  is  extremely  improper 
to  give  certificates  for  the  purposes  of  in- 
fluencing the  investment  of  capital  under 
certain  conditions,  of  which  I may  give  the 
following  as  examples : 

Should  it  be  intended  to  invite  capital  for 
a company  formed  to  take  over  an  existing 
business,  and  it  is  proposed  to  insert  in  the 
prospectus  a certificate  of  a professional  ac- 
countant, one  of  average  profits  may  be 
given  where  the  profits  have  increased  an- 
nually during  the  series  of  years  embraced 
by  the  certificate,  but  it  is  not  considered 
proper  to  give  a certificate  of  average  profits 
where  the  profits  have  declined.  In  such 
cases  it  is  considered  essential  that  the  pro- 
fits for  each  vear  must  be  set  out  in  the  cer- 
tificate, and  appear  clearly  in  the  prospectus 


of  the  company,  it  being  deemed  that  every 
intending  investor  has  the  right  to  know 
before  he  invests  his  capital  that  it  is  going 
into  what  appears,  according  to  the  books 
of  the  concern,  a declining  business.  In 
other  words,  those  who  are  a party  to  con- 
cealing the  above  facts  by  giving  a certifi- 
cate of  average  profits  without  any  qualifica- 
tion are  guilty  of  professional  misconduct. 
Should  the  annual  profits  be  clearly  set  out, 
and  the  directors  give  an  explanation  of  the 
reason  of  the  decline  in  a paragraph  in  the 
prospectus,  and  the  intending  investor  be  so 
satisfied  with  this  as  to  invest  his  money, 
this  does  not  then  concern  an  accountant 
who  has  done  his  duty.  It  is,  of  course,  to 
be  understood  the  accountant  has  no  reason 
to  suppose  that  the  explanation  is  a false 
one,  as  it  is  not,  of  course,  proper  for  him 
to  allow  his  certificate  to  appear  in  a pros- 
pectus which  contains  any  fact  whatever 
which  to  his  knowledge  is  untrue  or  mis- 
leading. 

In  the  case  of  an  entirely  new  enterprise 
which  has  only  been  tested  in  a small  way, 
and  capital  is  to  be  invited  to  practically 
exploit  the  process,  there  will  be  no  objec- 
tion to  the  accountant  giving  a certificate 
as  to  the  result  of  the  working  of  the  ex- 
perimental process.  It  would,  however,  be 
extremely  improper  for  him  to  issue  a cer- 
tificate giving  the  probable  result  of  the 
working  of  this  process  on  a considerable 
scale  by  taking  into  consideration  estimates 
for  the  probable  working  expenses  of  the 
company,  and  thus  showing  that  the  profits 
under  those  circumstances  would  yield  a 
certain  dividend  on  the  capital  asked  for. 
The  accountant  must  confine  himself  to  ab- 
solute facts,  leaving  it  to  the  directors  to 
put  forward  any  estimates ; and,  provided 
that  he  has  every  reason  to  believe  that  the 
directors  are  making  their  estimates  in  a 
bona  fide  manner,  he  cannot  object  to  their 
making  use  of  his  certificate  of  facts. 

To  be  continued. 


SYSTEMS  AND  SYSTEM  MAKING 


BY  WILLIAM  II.  ROBERTS,  C.  P.  A. 


Up  to  forty  or  fifty  years  ago  the  legal 
profession,  at  least  in  this  country,  com- 
prised only  plain  lawyers,  ready  to  tackle 
any  kind  of  litigation  from  “clothes-line” 
cases  to  international  complications,  and 
corporation,  criminal,  patent,  and  a dozen 
other  branches  of  practice  were  then  almost 
unheard  of. 

Physicians  in  those  days  were  simply 
doctors,  treating  everything  and  everybody 
as  best  they  could,  little  dreaming,  most  of 
them,  of  the  day  when  the  profession  should 
be  divided  into  more  branches  than  the  lay- 
man can  number,  much  less  remember  the 
names  of. 

Probably  no  one  will  deny  that  these 
changes  are  “signs  of  the  times”  and  proof 
positive  of  scientific  and  material  advance- 
ment, or  that  the  same  tendency  to  special- 
ize which  long  ago  evolved  the  accountant 
from  the  bookkeeper  and  the  professional 
from  the  class  who  opened  and  closed  books 
nights  and  Sundays  is  still  apparent.  It  is 
not  only  as  natural  and  certain  that  special- 
ties should  develop  in  our  profession  as  in 
any  other,  but  the  fact  that  such  develop- 
ment is  taking  place  is  a proof  of  the  in- 
creased interest  and  confidence  of  the  pub- 
lic generally  in  our  work. 

The  newest  and  one  of  the  most  im- 
portant features  of  accounting  work,  and 
one  which  is  naturally  a specialty,  is  the 
designing  of  systems  of  accounting,  cost 
keeping  and  office  organization  generally, 
u hich  includes  the  details  of  handling  men, 
materials,  machinery,  correspondence,  sales 
and  finances  and  all  the  records  required, 
whether  made  in  the  office  or  not. 

Right  here  is  probably  a good  place  to 
insert  a little  “want  ad,”  both  in  hope  of  a 
prompt  answer  and  also  to  encourage  “The 
Auditor”  along  the  steep  and  rocky  path 
which  leads  to  the  pinnacle  of  journalistic 


success.  Wanted — just  the  right  name  for 
this  hranch  of  our  profession  and  the  cor- 
responding designation  for  the  man  who 
devotes  his  best  thought  and  energy  to  it. 

The  word  “System”  is  just  now  a little 
under  a cloud  by  reason  of  having  been 
too  often  seen  in  questionable  company. 
It  has  been  used  and  abused  by  all  kinds 
of  office  supply  dealers,  furniture  makers 
and  the  mail  order  crowd  generally,  until  it 
means  most  anything,  from  a set  of  copy- 
righted “follow-up”  forms,  to  a stack  of 
vertical  files,  and  it  fails  to  convey  to  the 
plain  business  man  any  idea  of  the  kind  of 
service  which  this  article  will  attempt  to 
describe. 

The  derivatives  of  this  word,  too,  are 
hopeless.  “Systematizer”  is  simply  “im- 
possible,” and  the  man  who  tries  to  sugar- 
coat  the  dose  by  calling  himself  a “Sys- 
temizer”  reminds  on  of  the  ex-book- 
keeper who  announced  himself  to  a startled 
public  as  an  “Adept  Accountant.” 

The  terms  “Business  Engineer,”  “Busi- 
ness Counsel”  and  “Office  Organizer”  are 
a little  better,  but  are  quite  too  vague ; 
“Production  Engineer”  does  not  convey  the 
accounting  idea  at  all  and  “Cost  Account- 
ant” covers  at  best  only  one  part  of  it.  In 
short,  a name  which  is  euphonious  and  suf- 
ficiently descriptive,  both  inclusively  and 
exclusively,  is  still  lacking  and  a suitable 
reward  should  be  offered  for  its  prompt  dis- 
covery. 

However,  as  it  is  not  quite  so  important 
to  have  a good  name  as  to  deserve  it,  we 
may  profitably  consider  how  to  do  the  lat- 
ter while  waiting  for  the  former. 

A specialist  in  law  or  medicine  must,  of 
course,  be  well  grounded  in  the  general 
knowledge  of  his  profession  and  this  is 
even  more  necessary  in  the  accountant  who 
attempts  to  design  systems. 
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A patent  attorney,  for  instance,  may  ig- 
nore or  forget  much  that  his  brother  law- 
yers need  to  know  every  day,  but  the  de- 
signer’s work  constantly  touches  upon 
every  other  phase  of  accounting;  he  must 
always  have  in  mind  the  necessity  for  an 
economical  but  thorough  audit,  the  pre- 
vention of  error  and  fraud  and  the  pre- 
sentation of  a prompt,  clear  and  compre- 
hensive balance  sheet  whenever  required. 
There  ought  not  to  be  much  room  for  ar- 
gument as  to  the  value,  or,  rather,  the  in- 
dispensability of  broad  experience  in  pub- 
lic accounting  as  a prime  requisite  for  suc- 
cess in  system  designing,  but  from  the 
amount  of  work  which  has  been  done  and 
is  being  done  by  the  “mercantile  experts” 
this  need  seems  to  lack  recognition  by  the 
general  run  of  business  men,  who  pay  their 
money  and  don’t  get  much  of  any  choice. 

One  reason  for  the  ready  acceptance  of 
most  any  kind  of  work  has  been  the  general 
ignorance  and  indifference  of  the  average 
business  man  regarding  accounting  as  a 
science,  another  is  the  rapid  growth  of  busi- 
ness which  has  fairly  carried  the  managers 
off  their  feet  and  caused  them  to  grab  at 
anything  which  promised  relief,  and,  in 
many  cases,  it  did  not  require  any  great 
talent  to  make  matters  a whole  lot  better 
and  thereby  earn  the  gratitude  of  all  con- 
cerned, if  not  the  fees  charged. 

There  is  another  important  element  of 
success  which  neither  knowledge  nor  expe- 
rience can  supply,  although  they  certainly 
do  stimulate  and  develop  it,  namely,  a talent 
or  gift  of  inventiveness — resourcefulness — 
initiative ; the  ability  to  meet  new  difficul- 
ties with  equally  new  expedients  to  the  end 
sought. 

There  is  no  limit  to  the  amount  of  detail 
and  complication  incident  to  modern  busi- 
ness and  the  difficulties  are  growing  all  the 
time.  Not  only  are  the  system  require- 
ments of  two  concerns  in  the  same  line  very 
different,  but  a system  which  fits  like  a 
glove  to-day  may  have  to  be  readjusted  a 


year  hence  to  provide  for  expansion  or  new 
conditions. 

Here  are  a few  negative  specifications 
which  are  of  very  positive  importance  to 
the  system  designer : 

Don’t  forget  that  you’re  on  earth  to  pry 
other  people  out  of  ruts,  so  avoid  getting 
into  any  yourself. 

Don’t  have  pet  forms  or  methods;  re- 
member that  your  clients  pay  (or  should 
pay)  for  originality  where  it  is  needed, 
and  there  are  few  places  where  it  is  not. 

Don’t  try  to  alter  a business  to  fit  a sys- 
tem ; leave  that  sort  of  thing  for  the  “cor- 
respondence school”  graduate. 

Don’t  tell  a prospective  client  just  what 
you  can  do  to  improve  things ; he  may 
think  you’re  a “four  flusher,”  and  then 
again,  when  you  come  to  study  the  situa- 
tion, you  may  find  you  were  mistaken. 

Don’t  be  positive  or  arbitrary  on  any 
point  until  you  have  mastered  every  detail 
of  the  business,  for  one  thing  depends  on 
another  and  you  will  often  find  some  little 
“kink,”  perhaps  by  accident,  which  will 
upset  all  your  plans  and  force  a new  study 
of  the  whole  problem. 

Don’t  take  for  granted  all  that  is  told  you 
about  the  impossibility  of  changing  this  or 
doing  that — prove  it.  Inertia  is  the  chief 
mental  characteristic  of  many  bookkeepers 
and  quite  a few  managers. 

Don’t  provide  for  clerical  work  to  be 
done  outside  of  the  office  if  it  is  possible 
to  avoid  it.  A good  superintendent  or 
foreman  is  often  spoiled  for  the  sake  of 
some  very  poor  records  or  reports  which 
might,  by  proper  plans,  have  been  just  as 
well  made  in  the  office. 

Don’t  forget  that  while  “the  man  who 
makes  two  blades  of  grass  grow  where  one 
grew  before  is  a benefactor  to  the  race,” 
the  designer  whose  plan  compels  the  mak- 
ing of  two  entries  where  one  might  serv^e 
has  missed  his  calling  and  should  try  agri- 
culture. 

Don’t  be  in  too  great  a hurry  to  present 
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a plan — not  that  you  should  waste  time  or 
“soldier” — far  from  it.  But  the  weariness 
which  follows  the  attempt  to  rapidly  di- 
gest a mass  of  detail  such  as  is  presented 
in  almost  any  business,  manufacturing  par- 
ticularly, is  a temptation  to  quit  too  soon. 
.Again,  an  engagement  in  a line  of  busi- 
ness with  which  you  are  already  familiar 
may  be  unsuccessful  because  over-confi- 
dence has  caused  you  to  skip  a few  im- 
portant points  not  found  in  previous  ex- 
perience. 

Don’t  accept  an  engagement  unless  it  in- 
cludes your  services  for  installation  as  well 
as  designing.  When  it  comes  to  actual 
practice  the  “knocker”  gets  in  his  work 
(there  is  usually  more  than  one)  and,  as 
a consequence,  many  a good  piece  of  work 
has  failed  when  left  to  start  itself.  On 
the  other  hand,  not  a few  very  indifferent 
jobs  have  produced  great  satisfaction  and 
a reputation  for  the  designer  as  a result 
of  his  careful  instruction  during  the  try- 
ing period  of  “breaking  in.” 

Above  all  things,  don’t  try  to  force  the 
sale  of  any  special  devices — furniture  or 
other  commodity.  Recommend  what  is 
best  for  the  purpose  (more  than  one  make, 
if  possible),  not  more  expensive  than  the 
case  will  warrant,  and  never  under  any 
circumstances  ask  or  accept  a commission 
on  supplies  you  may  be  required  to  order. 

It  should  not  be,  and  probably  is  not, 
necessarv  to  caution  any  certified  public 
accountant  regarding  an  act  so  unprofes- 
sional, but  the  matter  is  really  too  im- 
portant to  be  omitted  entirely.  Good  work 
should  and  nearly  always  does  command 
ample  compensation  and  your  client  is  en- 
titled to  expect  and  to  get  all  the  advantage 
in  purchase  of  supplies,  printing  or  furni- 
ture which  you  are  able  to  secure. 

Don’t  take  with  you  to  a new  engage- 
ment any  ideas  gained  in  previous  expe- 
rience along  similar  lines — forget  them  all. 
Study  what  is  before  you  as  an  entirely 
new  problem ; divide  it  into  sections  if  you 
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can ; study  them  separately  and  then  as  a 
whole,  but  nothing  short  of  learning  the 
business  will  answer,  if  good  results  are 
to  follow. 

I low  shall  a business  be  studied?  That 
is  a question  with  a different  answer  for 
each  case,  and  when  you  have  found  the- 
answer  you  have  got  a good  start  toward’ 
success. 

By  the  way,  don’t  take  an  engagement 
unless  you  are  reasonably  assured  that  your 
backing  is  ample,  that  what  you  recommend 
will  be  done  and  results  be  expected  only 
after  a fair  trial. 

The  manager  who,  having  decided  that 
he  can  be  helped  by  a specialist  and  having" 
emplo'yed  you,  will  say  to  an  objecting  or 
skeptical  head  of  department,  as  one  man- 
ager did  in  the  writer’s  experience,  “We 
have  employed  this  man  to  improve  our 
methods  and  what  he  recommends  will  be 
put  in  effect  and  given  a fair  trial,  and 
whoever  gets  in  the  way  will  surely  be 
run  over,”  has  fought  half  your  battle  if 
he  only  sticks  to  it. 

Don’t  expect  that  you  can  learn  the  busi- 
ness or  even  the  strictly  accounting  features^ 
of  it  from  the  books.  In  fact,  they  should 
usually  receive  consideration  last. 

Learn  first  the  actual  business  details — 
the  movement  of  merchandise  manufactur- 
ing operations — handling  of  orders — any- 
thing and  everything  in  fact  that  goes  to 
produce  or  affect  the  final  result  we  all 
aim  at — the  bank  account. 

You  will  discover  some  things  which 
ought  to  be  found  in  the  bookkeeping  and 
are  not,  some  which  are  there  but  need 
not  be,  and  many  other  matters  which  af- 
fect your  design  which  in  their  nature  could 
not  be  discovered  even  by  a careful  audit 
of  the  general  books. 

Don’t  limit  your  system  to  bookkeeping 
methods  unless  compelled  to  do  so  by  your 
client.  Handling  of  correspondence,  ad- 
vertising, salesmen,  pay  rolls,  manufactur- 
ing cost,  shipping,  and  many  other  features 
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are  as  important  and  as  much  within  your 
province  and  duty  as  the  accounting  in  its 
narrow  sense  and  they  often  present  greater 
opportunity  for  betterment. 

Don’t  lose  sight  of  the  fact  that  a cost 
system  which  is  not  a part  of  and  whose  re- 
sults are  not  proved  hy  the  general  books 
is  a delusion  and  a snare. 

Very  many  manufacturers  and  just  a 
few  accountants  fail  to  distinguish  between 
cost  figuring  and  cost  accounting. 

The  necessary  study  completed  and  your 
plans  accepted,  don’t  fail  to  again  give  care- 
ful thought  to  each  form  designed,  both  as 
to  its  fitness  for  its  purpose  and  its  relation 
to  every  other  form  to  be  used.  Harmony 
is  W’orth  a struggle  anywhere  and  a little 
neglect  may  result  in  some  annoying  and 
discreditable  little  misfit  whose  effect  in 
spoiling  an  otherwise  smooth  working 
scheme  is  out  of  all  proportion  to  its  im- 
jiortance  in  any  other  way. 

Don’t  fail  to  give  close  attention  to  little 
details  of  execution  by  the  printer — sizes, 
quality  and  colors  of  paper,  type,  rulings 
and  bindings — in  fact,  no  detail  is  too  small 
to  deserve  your  utmost  care ; even  with  it 
some  things  will  probable  be  overlooked. 

The  quality  of  paper  and  binding  should 
he  carefully  considered  with  reference  to 
their  use,  economy  practiced  where  possible 
and  durability  secured  where  needed. 

The  writer  had  occasion  recently  to  rec- 
ommend for  a certain  use  a loose  leaf  form 
about  8V  by  17  inches,  bound  on  the  end, 
and  was  told  that  it  was  wholly  imprac- 
ticable, had  been  tried  for  the  particular 
purpose  and  abandoned  as  a failure.  On 
a request  to  see  the  book  a binder  was  pro- 
duced of  the  familiar  hinge-back,  cun^ed- 
prong,  non-compression  type,  with  the 
leaves  torn  at  the  punchings,  loose,  irregu- 
lar and  generally  disreputable. 

The  substitution  of  a suitable  compres- 
sion binder  made  a success  out  of  that  fail- 
ure. Almost  as  great  a mistake  might  be 
made  by  putting  in  a compression  or  post 


binder  where  sheets  are  constantly  shifted 
and  where  the  hinge  back  would  be  vastly 
more  convenient. 

Don’t  make  the  mistake  of  giving  a look- 
ing-glass and  a hammer  to  a baby — in  other 
words,  don’t  make  your  system  beyond  the 
capacity  of  the  management  or  the  help. 
Better  to  do  little  and  succeed,  than  more 
and  hurt  your  reputation  and  your  client’s 
feelings  and  bank  account  by  giving  him 
something  he  can’t  use. 

This  brings  up  the  other  side  of  our  sub- 
ject— causes  of  failure  in  system  work, 
which  are  not  by  any  means  confined  to 
lack  of  ability  on  the  part  of  the  designer, 
and  are  numerous  and  important  enough  to 
deserve  separate  treatment  in  a future  ar- 
ticle. 


A WISE  GOVERNOR 

In  his  first  message  to  the  legislature, 
whicli  was  also  his  inaugural  address. 
Gov.  Chas.  S.  Deneen  of  Illinois  called  the 
attention  of  the  lawmakers  to  the  necessity 
for  uniforni  accounting  methods  in  connec- 
tion with  the  affairs  of  the  various  state  in- 
stitutions. This  expression  on  the  part  of 
the  governor  encourages  the  accounting 
profession  to  believe  that  he  will  be  found 
not  averse  to  going  still  further  and  giving 
his  sanction  to  the  regular  auditing  of  the 
affairs  of  all  institutions,  boards  and  com- 
missions charged  with  the  duty  of  distribut- 
ing state  funds.  There  should  be  a deter- 
mined effort  made  by  the  accounting  frater- 
nitv  to  bring  to  the  attention  of  the  proper 
state  officials  the  crying  need  for  inde- 
pendent supervision  of  accounts  of  which 
nave  been  heretofore  more  or  less  irre- 
sponsible boards,  who  seemed  more  intent 
upon  spending  the  whole  appropriation  than 
upon  disbursing  such  part  thereof  as  was 
necessary.  The  introduction  of  business 
methods  into  public  offices  cannot  be  avoided 
much  longer.  So  let  the  reform  come 
quickly. 


LEGAL  INVESTIGATIONS 


BY  EDWARD  E.  GORE^  C.  P.  A. 


It  is  not  to  1)C  expected  that  within  the 
limits  of  an  article  designed  to  occii])y  a 
certain  amount  of  space,  and  no  more,  an 
exhaustive  treatise  on  a subject  having 
many  sides  can  he  given.  An  attempt, 
tlierefore,  will  he  made  only  to  touch  upon 
those  features  of  legal  investigations  seem- 
ing to  be  of  the  most  pressing  importance 
to  the  accounting  profession.  Many  ac- 
countants look  upon  this  class  of  work  with 
feelings  akin  to  horror,  for  it  brings  them 
away  from  familiar  ground,  to  do  battle  on 
strange  premises.  The  observations  here 
recorded  are  the  fruit  of  a somewhat  ex- 
tended experience  in  this  department  of  ac- 
countancy work,  and  they  are  given  in  the 
hope  that  they  may  prove  of  benefit  to  those 
members  of  the  accounting  fraternity  who 
have  so  far  been  called  upon  to  care  for  few 
engagements  of  this  character. 

For  the  accountant  to  be  successful  in 
this  class  of  work  it  is  necessary  that  with 
his  ability  to  discover  facts  should  be  com- 
bined the  faculty  of  explaining  his  discov- 
eries. There  are  many  able  accountants 
who,  after  ascertaining  every  fact  bearing 
upon  a proposition,  cannot  mount  the  wit- 
ness stand  and  give  the  court,  the  jury  and 
the  interested  parties  any  intelligent  idea  of 
what  he  has  found.  One  cause  of  this  fail- 
ure to  “make  good”  is  that  many  account- 
ants grow  accustomed  to  thinking  and  ex- 
pressing themselves  in  language  altogether 
too  technical  for  the  understanding  of  men 
who  do  not  know  a debit  from  a credit  or 
an  asset  from  a liability.  Another  cause  for 
failure  in  this  department  of  accounting  is 
that  most  accountants  are  given  to  doing 
things  with  great  thoroughness  and  quite 
systematically ; and  when  asked  to  tell  what 
they  have  found  they  feel  that  it  is  neces- 
sary to  tell  in  full  detail  all  that  they  did, 
why  they  did  it  and  the  results  of  every  ef- 


fort they  have  i)Ut  forth.  The  consc(|uence 
is  that  when  fairly  launched  on  a long  story 
calculated  to  give  them  celebrity  for  ex- 
haustive research  they  are  brought  up  with 
a sharp  turn  by  the  examining  attorney  re- 
questing them  to  “tell  what  you  found,  we 
don’t  care  how  you  found  it.”  A few  such 
comments  by  a bullying  or  patronizing  attor- 
ney are  generally  sufficient  to  so  embarrass 
the  accountant  that  he  begins  to  wonder  if 
he  really  ever  had  any  sense,  and  to  resolve 
within  himself  that,  once  done  with  the  case 
in  hand  he  will  forever  after  devote  his 
energies  to  plain  audits,  or  the  construction 
of  simple  systems.  While  these  causes  are 
frequently  present,  by  far  the  most  com- 
mon reason  for  the  failure  of  an  accountant 
to  get  through  a litigated  matter  creditably, 
is  to  be  found  in  his  ignorance  of  what  facts 
are  really  germane  to  the  point  at  issue. 
After  leaving  the  witness  stand,  with  his 
head  in  a whirl,,  and  his  body  perspiring 
freely,  he  can’t  understand  why  the  lawyer 
who  engaged  him  wears  such  an  injured 
look  and  seems  so  anxious  to  avoid  him. 
Neither  can  he  understand  why  the  oppos- 
ing counsel  seems  so  happy  and  restrains 
his  apparent  amusement  with  so  much  diffi- 
culty. The  chief  trouble  lies  in  his  attempt- 
ing to  inject  into  his  testimony  a whole  yard 
of  facts  that  do  not  apply  to  the  crux  of  the 
matter,  quite  unmindful  of  the  rules  of  legal 
procedure  which  contemplate  the  laying 
bare  of  essential  facts,  with  only  enough 
collateral  matter  to  give  them  support.  The 
first  mistake  the  accountant  is  likely  to  make 
is  in  laying  out  his  work.  In  all  probability  he 
will  attempt  to  conduct  a legal  investigation 
along  the  lines  of  an  ordinary  audit,  thus 
collating  a vast  amount  of  information  that 
for  use  in  court  is  absolutely  worthless.  To 
avoid  this  error  he  should  first  insist  upon 
understanding  fully  what  is  the  nature  of 
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the  controversy,  and  exactly  what  are  the 
points  at  issue.  When  the  disputed  points 
are  known  the  accountant  should  drive 
straight  at  them  and  after  ascertaining  the 
truth  about  them  should  then  carry  his  in- 
vestigation only  far  enough  to  enable  him 
to  give  good  reasons  for  his  findings.  These 
reasons,  however,  need  to  be  absolutely  con- 
clusive, for  if  on  cross  examination  they  are 
not  sound  in  every  respect  and  wholly  un- 
assailable, the  opposing  counsel  will  so  em- 
barrass the  witness  as  to  destroy  much  of 
the  value  of  his  testimony.  It  would  prove 
of  great  advantage  to  the  public  accountant 
to  carefully  study  some  good  work  on  the 
law  of  evidence,  as  a preparation  for  the 
legal  investigations  he  will  in  the  course  of 
his  practice  be  called  upon  to  make.  By 
this  means  he  will  learn  what  evidence  is 
admissible  and  what  will  be  excluded,  and 
will  avoid  the  error  commonly  made  of  pil- 
ing up  a mass  of  information  which  cannot 
be  admitted  as  proper  testimony  under  the 
rules  of  evidence. 

A knowledge  of  the  laws  of  evidence  will 
prove  of  great  value  in  still  another  respect. 
It  will  make  the  accountant  a good  witness. 
By  a “good  witness”  is  meant  a witness  who 
can  testify  to  facts  within  his  knowledge 
without  confusion,  and  can  repeat  his  testi- 
mony and  explain  the  same,  if  called  upon, 
without  any  uncertainty  as  to  the  soundness 
of  any  position  he  has  taken.  In  order  to 
be  a “good  witness”  he  must  be  entirely  im- 
mune from  surprises.  Nearly  every  lawyer 
in  conducting  a cross  examination  counts 
upon  his  ability  to  surprise  a witness  and 
thus  confuse  him.  If  the  witness  has  famil- 
iarized himself  with  the  laws  of  evidence  he 
will  know  when  a lawyer  begins  his  exami- 
nation, to  what  climax  the  questions  pro- 
pounded are  leading,  and  he  will  soon  know 
that  these  questions  have  a regular  se- 
quence, so  that  when  one  is  asked  he  can 
readily  surmise  what  the  next  will  be,  and 
when  it  comes  it  will  not  find  him  unpre- 
pared. The  public  accountant  serving  as  a 


witness  need  not  anticipate  any  of  the  dis- 
concerting questions,  of  a more  or  less  per- 
sonal character,  which  are  directed  to  wit- 
nesses of  only  ordinary  accomplishments, 
since  his  knowledge  will  be  of  strictly  spe- 
cific facts  to  which  the  examining  counsel 
will  be  confined  in  his  examination.  This  is 
true  because  before  giving  his  testimony  the 
accountant  will  be  compelled  to  qualify  as 
an  expert,  or,  in  other  words,  establish  the 
fact  that  by  experience  and  training  he  has 
a superior  knowledge  of  accounts.  Having 
thus  established  his  standing  before  the 
court,  he  will  find  the  questions  asked  will 
relate  strictly  to  the  matters  with  which  he 
has  dealt  professionally.  To  be  sure,  the  ac- 
countant may,  in  establishing  his  qualifica- 
tions, lay  himself  open  to  a severe  cross  ex- 
amination, but  if  he  does  so  he  will  have 
only  himself  to  blame.  In  establishing  his 
qualifications  it  is  only  necessary  that  the 
accountant  state  the  nature  of  his  profession 
and  how  long  he  has  been  engaged  in  it. 
Then  if  the  examining  attorney  wants  fur- 
ther details  they  should  be  given  in  response 
to  his  interrogatories,  but  in  no  event 
should  testimony  on  this  subject  have 
the  appearance  of  being  volunteered.  Noth- 
ing goes  so  far  toward  inciting  a nasty  cross 
examination  as  the  appearance  of  self-satis- 
faction, which  is  given  by  a long-winded 
recitation  of  one’s  own  qualifications  and 
experiences,  especially  if  such  recitation 
have  the  slightest  appearance  of  being  vol- 
untary and  not  directly  responsive  to  ques- 
tions. To  illustrate  the  effect  of  an  error  of 
this  kind  on  the  part  of  a witness  it  may  be 
interesting  to  relate  a circumstance  which 
occurred  a few  years  ago  in  the  trial  of  a 
case  wherein  an  expert  in  electrical  machin- 
ery of  youthful  appearance  was  introduced 
as  a witness,  and,  as  is  customary,  was 
asked  to  state  his  calling,  how  long  he  had 
been  engaged  in  it,  and  what  his  experience 
had  been.  He  replied  that  he  was  an  ex- 
pert in  all  matters  touching  the  production 
and  use  of  electric  current,  having  been  en- 
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.gag'cd  in  occupations  intimately  connected 
■with  the  use  of  electricity  for  almost  ten 
years.  Then,  without  further  questioning, 
he  volunteered  the  information  that  he  had 
supervised  the  erection  of  a well-known 
plant  in  Fort  Wayne,  had  filled  the  chair  of 
electrical  engineering  at  one  of  the  leading 
•eastern  universities,  had  served  as  consult- 
ing and  supervising  engineer  for  a very 
large  plant  in  Pittsburg,  had  established 
the  school  of  electrical  engineering  in  a 
popular  western  university,  and  had  done  so 
many  other  things  of  great  importance  that 
it  would  seem  he  must  be  at  least  a hundred 
years  old.  He  then  proceeded  to  give  testi- 
mony strongly  in  favor  of  the  party  produc- 
ing him  as  a witness.  When  the  opposing 
■counsel  took  up  his  cross  examination  he 
said : “Mr.  X,  you  say  you  supervised  the 

■erection  of  the  plant  in  Fort 

Wayne?”  Mr.  X replied,  “Yes,  sir,”  with 
every  evidence  of  great  satisfaction  with 
himself  and  his  accomplishments.  The  at- 
torney then  asked  him  if  lie  had  done  the 
■other  things  he  claimed  in  his  direct  ex- 
amination to  have  done,  taking  each  up  in 
the  order  of  their  original  announcement, 
and,  after  dragging  through  the  long  repeti- 
tion, finally  asked,  “Mr.  X,  besides  doing 
all  the  other  important  things  you  have  tes- 
tified to,  did  you  ever  find  time  to  hunt  the 
wild  ass  in  Persia?”  The  laugh  which  fol- 
lowed this  question,  in  which  the  jury 
joined,  destroyed  the  value  of  the  expert’s 
testimony,  for  there  wasn’t  a juror  who  did 
not  believe  that  the  witness  had  greatly  ex- 
aggerated the  extent  of  his  experience,  and 
therefore  placed  slight  confidence  in  the  tes- 
timony he  had  given  bearing  upon  the 
points  at  issue  in  that  case. 

There  are  few  places  where  it  pays  to 
toot  one’s  own  horn  to  the  exclusion  of  all 
other  sounds,  and  the  witness  stand  is  not 
one  of  the  few.  Whenever  such  a course  is 
possible  it  is  best  to  go  over  the  findings 
with  the  attorney,  in  the  interest  of  whose 
client  the  investigation  has  been  made,  and 
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explain  to  him  fully  what  such  findings  are. 
He  will  then  learn  how  to  frame  his  ques- 
tions so  as  to  bring  forth  the  testimony  in 
its  natural  sequence  and  thus  give  to  it  the 
best  effect  possible.  Of  course,  the  line  of 
inquiry  he  lays  out  will  not  be  followed 
strictly  in  the  cross  examination,  but  it  will 
be  followed  substantially,  so  that  the  direct 
examination  can  be  used  as  a preparatory 
exercise  for  the  really  serious  struggle  that 
comes  after.  The  accountant  who  dreads  a 
cross  examination  can  drive  some  of  its  ter- 
rors away  if  he  will  but  bear  in  mind  that 
the  cross-examiner  will  not  be  permitted  to 
ask  a question  which  does  not  pertain  to  the 
testimony  given  on  direct  examination. 
This  being  the  case,  when  the  direct  exami- 
nation is  concluded  the  witness  knows  what 
the  subject-matter  of  the  cross  examination 
will  be,  and  need  not  worry  in  anticipation 
of  questions  relating  to  extraneous  mat- 
ters. The  witness  should  be  careful  to  stop 
his  testimony  promptly  when  an  objection  is 
offered  by  the  opposing  counsel,  as  nothing 
is  quite  so  irritating  to  a lawyer  as  to  have 
the  witness,  in  effect,  overrule  his  objection 
by  blurting  out  a reply  before  the  court  has 
had  a chance  to  make  a ruling.  On  cross 
examination  the  witness  should  always 
pause  a moment  before  replying  to  inter- 
rogatories, in  order  to  give  the  attorney, 
whose  witness  he  is,  an  opportunity  to  offer 
objection,  if  he  shall  consider  the  question 
propounded  to  be  subject  to  objection. 
Many  accountants  who  have  not  been  called 
upon  to  make  legal  investigations  labor  un- 
der the  impression  that  when  produced  as 
witnesses  they  will  be  regarded  as  being 
wholly  disinterested.  This  is  an  altogether 
mistaken  idea.  If  an  accountant  is  pro- 
duced as  a witness  on  behalf  of  one  of  the 
parties  he  may  assure  himself  that  the 
“other  side”  will  regard  him  as  distinctly 
hostile,  and  show  him  scant  courtesy.  He 
should  have  a consultation  with  the  attor- 
ney for  whom  he  is  acting,  in  advance  of 
the  trial  of  the  case,  and  inform  him  of  the 
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exact  nature  of  the  testimony  to  be  given, 
making  it  very  plain  that  in  no  event  will 
the  witness  stretch  a point  in  his  favor,  or 
even  leave  a false  impression  of  the  facts 
to  Ije  related.  Then,  having  the  truth  well 
in  mind,  the  witness  should  tell  it  frankly 
and  stick  to  it  firmly.  It  is  impossible  for 
an  accountant  to  be  concerned  in  a legal  in- 
vestigation without  becoming  to  a certain 
extent  biased  in  favor  of  the  party  in  whose 
behalf  he  has  been  engaged,  so  that  it  is 
very  necessary  indeed  that  every  fact  testi- 
fied to  be  susceptible  of  absolute  proof.  It 
sometimes  happens  that  an  accountant,  in 
an  excess  of  loyalty  to  his  client,  goes  too 
far  in  his  testimony,  and  states  as  facts 
matters  that  are  really  opinions,  with  the 
result  that  the  cross  examination  lays  bare 
this  condition,  and  all  of  the  testimony 
given  has  a shadow  of  doubt  thrown  upon 
it,  though  it  be  as  true  as  gospel.  An  ac- 
countant should  never  be  disloyal  or  forget 
whose  witness  he  is,  while,  on  the  other 
hand,  he  must  remember  that  he  owes  no 
loyalty  strong  enough  to  justify  him  in  de- 
viating a hair’s  breadth  from  a simple  state- 
ment of  actual  facts  only.  The  principal 
reason  for  the  dread  accountants  feel  for  the 
witness  stand  is  a lack  of  familiarity  with 
the  administration  of  the  law  by  the  courts, 
which  should  be  overcome  by  a course  of 
reading  covering  the  subjects  of  Evidence 
and  Chancery  Practice.  It  would  be  very 
helpful  also  if  the  attorneys  would  read 
up  on  the  Theory  of  Accounts,  and  thus  pre- 
pare themselves  to  intelligently  examine  an 
accountant  produced  as  a witness.  Legal 
investigations  are  among  the  most  interest- 
ing, as  they  are  among  the  most  remunera- 
tive. engagements  falling  to  the  account- 
ant's lot,  and  members  of  the  profession 
should  give  this  branch  of  the  work  especial 
attention,  for  in  no  other  way  can  the  legal 
fraternity  be  brought  to  understand  that  ac- 
countanev  is  an  exact  science  of  which  they 
can  in  many  ways  make  advantageous  use. 


NOT  OVERCROWDED 

You  ask  if  we  really  “think  the  certified 
public  accountant  profession  is  an  advisable 
one  for  a young  inan  of  nineteen  to  study ; 
whether  there  are  as  many  opportunities 
in  it  as  there  are  in  the  medical  or  legal 
professions,  and  whether  or  not  it  would 
be  liable  to  become  profitable  later  on?” 
You  also  speak  of  having  a natural  taste  for 
the  work  of  an  accountant. 

We  would  advise  a young  man  to  enter 
any  profession  for  which  he  has  a distinct 
taste,  or  liking.  A person  is  never  attracted 
to  a pursuit  he  cannot  perform.  Granting 
then  that  you  are  certain  of  your  liking  for 
this  profession,  we  would  certainly  advise 
you  to  take  it  up,  for  there  is  every  reason 
to  suppose  that  the  business  of  public  ac- 
counting in  this  country  is  merely  in  its  in- 
fancy. Though  at  present  the  profits  in  it 
are  not  as  great,  perhaps,  for  those  of  the 
head  of  the  profession  as  they  are  in  law 
or  medicine,  the  possibilities  of  profits  are 
very  large  and  the  opportunities  much 
larger.  Instead  of  being  overcrowded  the 
profession  of  C.  P.  A.  is  not  crowded 
enough. 

New  and  able  men  are  needed  in  it. 
Large  corporations  in  this  country  are  see- 
ing more  and  more  the  advantages  to  them- 
selves of  employing  the  services  of  experts, 
who  make  accounting  their  life  work.  The 
demand  is  constantly  growing,  as  the  com- 
plexity of  industrial  conditions  increases, 
and  this  demand  has  to  be  supplied.  In 
England,  where  the  profession  is  older  than 
in  this  country,  but  where  the  natural  de- 
mand cannot  ultimately  be  so  great,  there 
are  two  societies  of  expert  accountants,  with 
a membership  roll  of  5,000.  In  this  coun- 
try only  about  800  or  900  can  at  present  be 
accounted  for.  It  is,  therefore,  reasonably 
certain  that  the  profession  is  just  “budding 
out,”  and  a far-seeing  young  man  would  be 
wise  to  choose  it. — Selected. 

^^’e  hear  much  of  the  timidity  of  capital, 
but  little  of  the  boldness  of  poverty. 
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The  outlook  for  the  profession  of  ac- 
countancy was  never  so  good  as  at  the  pres- 
ent time.  With  the  recogni- 
tion  on  the  part  of  the  busi- 

Prospect. 

ness  community  of  the  useful- 
ness, and  even  necessity,  of  the  account- 
ant's services,  is  coming  also  the  acknowl- 
edgment that  such  services  deserve  to  be 
well  compensated.  With  opportunities  that 
are  steadily  becoming  more  numerous,  and 
with  a conceded  privilege  of  exacting  in- 
creased compensation,  the  conditions  are 
such  as  to  encourage  an  optimistic  contem- 
plation of  the  future.  Apparently  the  only 
thing  needful  to  bring  about  conditions  that 
are  thoroughly  satisfactory  is  the  moral 
courage  to  decline  engagements  that  are 
offered  at  prices  too  low  for  serious  consid- 
eration. There  are  some  business  men  who 
need  to  be  taught  that  there  is  no  such  thing 
as  “fairly  good”  accounting  service.  It  is 
either  good  or  bad.  No  compromise  in  its 
quality  is  possible,  and  about  the  poorest  in- 
vestment that  can  be  made  is  to  be  found  in 
buying  accounting  service  the  reliability  of 
which  is  subject  to  doubt.  The  experience 
and  skill  necessary  to  give  good  accounting 
service  is  entitled  to  earn  good  compensa- 
tion, and  members  of  the  profession  should 


not  need  to  be  reminded  of  tins  fact.  'I'he 
individual  accountant  |)rol>ably  needs  lint 
lillle  advice  on  this  ])oint  so  far  as  his  per- 
sonal service  is  concerned,  but  when  it 
comes  to  making  a choice  between  tem- 
porary idleness  for  an  employe,  and  an  en- 
gagement at  figures  representing  much  less 
tlian  the  value  of  his  services,  several  heads 
of  firms  need  to  have  their  courage  in- 
creased. It  is  equally  as  profitable  to  keep 
a man  employed  half  the  time  at  twice  the 
pay  as  it  is  to  keep  him  employed  all  the 
time  at  half  the  pay — and  it  discourages  the 
"bargain. chasers.’’ 

By  far  the  most  interesting  and  impor- 
tant event  of  the  year,  viewed  from  an  eco- 

Government  standpoint,  is  the  stand 

Control  of  taken  by  President  Roosevelt 
Freight  Rates,  message  to  Congress  iti' 

favor  of  granting  to  the  Interstate  Com- 
merce Commission  the  power  to  fix  freight 
rates.  This  action,  if  taken,  will  bring 
about  a condition  of  affairs  that  is  not  at 
all  to  the  liking  of  the  management  of  the 
so-jcalled  “community  of  interests’’  idea. 
The  management  of  this  “idea”  have  all 
along  had  in  mind  the  ec[ualization  of 
freight  rates  by  a general  rise  to  a higher 
level,  and  any  action  that  interferes  with, 
this  beneficent  purpose  is  destined  to  become 
very  unpopular  with  these  philanthropists. 
The  president  of  one  of  the  principal  west- 
ern roads  recently  took  occasion  to  express 
the  opinion  that  if  the  power  be  given  to^ 
the  Commission  to  fix  rates,  the  result 
would  be  the  elimination  of  competition  and 
that,  without  the  incentive  of  competition, 
the  service  given  would  deteriorate.  This 
would  be  serious  if  it  were  proposed  to  pre- 
vent the  railroads  from  making  lower  rates- 
than  those  fixed  by  the  Commission,  but  so» 
far  no  one  has  been  heard  to  favor  any  suchi 
plan.  It  seems  to  go  without  saying  that'; 
no  steps  will  be  taken  to  prevent  the  quo-- 
tation  of  lower  rates  than  those  fixed  by  the' 
Commission  as  fair  and  reasonable;,  pro- 
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vided  the  rates  quoted  apply  to  all  shippers 
of  the  same  class  of  freight  for  a haul  of 
the  same  length.  What  the  President  hopes 
to  accomplish  is- such  a regulation  of  rates 
as  will  give  to  the  small  shipper  the  same 
service  on  the  same  terms  as  is  enjoyed  by 
the  large  shipper,  and  if  he  succeeds  he 
will  have  accomplished  more  for  the  good  of 
the  business  interests  of  this  country  than 
any  man  who  ever  held  his  office.  The 
chief  trouble  with  the  railroads  of  the 
United  States  is  to  be  found  in  their  fearful 
and  wonderful  capitalization,  and  began  in 
most  cases  with  their  original  construction. 
Instead  of  capitalizing  a road  for  a suffi- 
cient amount  of  stock  to  build  and  equip  it, 
if  subscribed  and  paid  up,  the  stock  was 
used  as  a bonus  to  induce  the  underwriting 
of  a bond  issue  sufficient  in  volume  to  pro- 
duce the  necessary  funds.  This  underwrit- 
ing was  generally  done  by  people  who  were 
willing  to  hazard  the  money  of  others  en- 
trusted to  them  for  safekeeping,  provided 
always  the  stock  bonus  was  large  enough 
to  overcome  their  conscientious  scruples. 
After  this  initial  operation,  th  re  followed, 
in  apparantly  natural  sequence,  other 
bond  issues  to  pay  for  lines  acquired 
by  purchase,  and  for  other  purposes  too 
numerous 'to  mention,  until  finally  the  road 
was  loaded  with  a capitalization  including 
therein  the  bonded  debt,  so  heavy  that  to 
meet  interest  on  the  bonds  and  pay  divi- 
dends on  the  stock  it  became  necessary  to 
maintain  freight  rates  that  are  unfair,  un- 
reasonable and  unjust.  Of  course,  the  rail- 
roads want  the  public  to  look  on  the  matter 
from  their  standpoint,  namely,  so  much 
stock,  so  much  bonds — so  much  dividends, 
so  much  interest.  But  the  public  doesn’t 
sympathize  much  with  those  sleek  fellows, 
sometimes  called  financiers,  who  manufac- 
ture securities  with  their  own  hands ; on 
the  contrary,  the  public  is  disposed  to  ignore 
the  stock  and  bond  talk  and  say:  “Upon 
whatever  sum  of  money  is  represented  in 
the  actual  cost  of  construction  and  equip- 


ment of  your  road,  .you  are  entitled  to  a 
fair  return,  but  don’t  expect  us  to  pay  an 
income  on  from  two  to  five  times  the 
amount  of  your  actual  investment.”  And 
the  public  is  right. 

The  action  proposed  by  the  President  as 
a solution  of  the  rate  problem  was  still 
the  subject  of  lively  newspa- 
CorpdrItien°s!  discussion,  when  the  re- 
port of  Commissioner  Gar- 
field, of  the  Bureau  of  Corporations,  was 
made  public.  This  report,  the  first  ever 
issued  by  the  Bureau,  proposed  that  cor- 
porations intending  to  transact  a business 
of  an  interstate  character  be  required  to 
secure  a license  from  the  federal  govern- 
ment, make  regular  reports  of  their  afifairs, 
and  open  their  bopks  to  the  Bureau  when- 
ever called  upon  so  to  do.  Some  of  our 
“captains  of  industry”  fairly  snorted  when 
the  suggestions  contained  in  this  report  be- 
came known.  If  there  is  one  thing  that, 
more  than  another,  makes  a “captain  of  in- 
dustry” snort  it  is  a suggestion  that  the  pub- 
lic shall  know  something  about  a corpora- 
tion whose  stock  it  is  solicited  to  buy.  These 
“officers”  would  better  get  in  line  with  good 
grace  before  they  lose  their  shoulder  straps. 
The  American  people  have  stood  for  “high 
finance,”  which,  interpreted,  means  larceny, 
about  as  long  as  can  be  expected.  Every 
man  in  the  country  who  is  not  dependent 
upon  some  swollen  corporation  for  his 
bread  and  milk,  will  applaud  the  sugges- 
tions of  Commissioner  Garfield.  If  honesty 
in  corporate  affairs  can  be  had  in  no  other 
way,  it  certainly  should  be  compelled  with 
all  the  power  of  the  government.  These 
“captains”  who  have  secured  their  wealth 
and  rank  through  depredations  practised 
upon  the  unwary  should  be  permitted  to 
have  no  successors.  There  is  ample  oppor- 
tunity for  the  acquisition  of  reasonable 
wealth  by  honest  methods,  and  the  public 
is  as  much  entitled  to  protection  from  the 
chicanery  and  fraud  which  characterize  the 
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afl'airs  of  many  corporations  as  from  tlic 
enterprise  of  the  more  honoral)le  though  less 
pretentious  gentlemen  who  wield  the  sand- 
bag in  poorly  lighted  districts. 

'I'he  much  talked  of  Chadwick  case,  now 
that  its  details  have  been  made  public,  com- 
pels both  smiles  and  sym- 

Are*^^Easy  experi- 

enced bankers  could  be  in- 
duced to  lend  money  on  the  security  of  the 
promissory  note  of  a man  known  to  be  un- 
der no  necessity  of  issuing  bills  payable, 
and  known  also  to  be  much  too  wise  to  con- 
firm a story  reflecting  on  his  own  probity 
by  placing  his  own  notes  of  hand  where 
•they  would  thus  operate,  is  really  laughable, 
and  if  the  bankers  themselves  were  the  only 
sufferers  from  their  cfedulity,  the  public 
would  do  nothing  else  but  laugh.  How- 
ever, it  happens  that  the  bankers  were  lend- 
ing other  people’s  money,  and  this  fact 
causes  the  smile  to  fade,  and  a feeling  of 
seriousness  to  succeed  it.  The  directors  and 
stockholders  of  these  institutions,  as  they 
proceed  to  make  good  an  assessment  of  one 
hundred  per  cent  on  the  stock  they  held, 
will  probably  conclude  that  it  would  have 
teen  cheaper  to  have  had  the  bank’s  affairs 
thoroughly  audited  before  the  wily  woman 
had  all  its  money.  If  the  Chadwick  swindle 
serves  to  put  the  banking  interests  of  the 
country  in  the  way  of  recognizing  the  nec- 
essity for  independent  examinations,  it  will 
be  worth  all  it  cost,  for  it  is  safe  to  say  that 
no  accountant  of  any  standing  would  ever 
be  fooled  by  such  impossible  “security.” 

A man  should  occasionally  take  an  in- 
ventory of  his  principles ; there  may  be  a lot 
of  depreciation  that  needs  writing  off. 


When  a prospective  client  says  that  if  he 
“had  the  time  he  could  do  the  job  himself,” 
he  is  uncommonly  glad  that  time  is  so 
scarce. 


EMBEZZLEMENTS 
h’or  the  month  ending  January  ii  the 
daily  press  reports  89  cases  of  embezzle- 
ment, classified  as  follows: 

NO.  OF  EMBEZ- 


OCCUrATlON.  ZLEMENTS. 

Bankers  14  $ 

Government  officials.  12 

County  officers 5 

City  officers 6 

Officers  of  corpora- 
tions   3 

Officers  of  building 

associations  3 

Lodge  officers 6 

Executors  2 

Private  secretaries. . . 2 

Secretaries  of  labor 

unions  4 

Mfrs’.  agents 3 

Bookkeepers  and  cash- 
iers   29 


AMOUNT. 

563.700.00 
94,809.46 

149,738.49 

1 10.768.00 

5.341-00 

41,712.92 

13,685.29 

2.400.00 
33,500.00 

4.300.00 
6,000.00 

188,755.08 


Total  89  $1,214,710.24 

The  most  striking  circumstance  con- 
nected with  these  embezzlements  is  not  that 
the  bankers  absorbed  such  a high  percent- 
age of  the  total  amount  embezzled,  but  that 
but  one  occupation,  in  point  of  numbers,  is 
more  fully  represented  than  the  banking 
fraternity.  The  bookkeepers  and  cashiers 
represent  every  line  of  business,  and  natu- 
rally stand  first  in  point  of  numbers.  The 
county  and  city  officers  emphasize  the 
necessity  for  better  safeguards  in  public  ac- 
counting. All  of  the  occupations  listed  are 
of  those  holding  positions  of  trust,  and  the 
exhibit  ought  to  be  sufficient  to  convince 
every  reader  of  the  great  need  for  the 
adoption  of  regular  audits  as  a part  of  the 
business  policy  of  every  concern  where  op- 
portunities for  embezzlement  exist.  It  is 
safe  to  say  that  every  undiscovered  embez- 
zler will  be  more  largely  in  default  next 
year  than  now,  so  it  would  be  only  pru- 
dence to  have  the  auditing  done  now  and 
smoke  the  rascals  out. 
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The  untimely  death  of  John  J.  Williams, 
which  occurred  at  San  Francisco  on  De- 
cember 30,  deeply  distressed  his  many 
friends  in  the  Illinois  Society  of  Certified 
Public  Accountants,  of  which  he  was  a 
Fellow,  and  brought 
sorrow  to  all  who 
had  been  fortunate 
enough  to  enjoy  his 
acquaintance. 

Mr.  Williams  was 
born  in  Cheshire, 

England,  in  1866 
and  was  in  the  very 
prime  of  his  useful 
life,  when,  in  No- 
vember, while  en- 
gaged in  conducting 
an  investigation  for 
the  firm  of  which  he 
was  a member,  he 
was  stricken  with 
typhoid  fever, 

■w'hich,  with  subse- 
■quent  complications, 
resulted  in  his  death. 

Mr.  Williams  was  a 
splendid  type  of  the 
man  who  “does 
things.”  Of  a mod- 
est and  retiring  dis- 
position, he  nevertheless  so  employed  his 
abilities  as  to  leave  behind  him  a most  credit- 
able record  of  substantial  accomplishments. 
For  some  years  he  served  as  auditor  of  the 
Calumet  Electric  Street  Railway,  leaving 
that  important  post  to  engage  in  business 
as  a public  accountant,  for  which  he 


seemed  to  have  a natural  aptitude.  In  1899 
he  became  a member  of  the  firm  of  Reckitt, 
Reckitt  & Williams,  and  from  January, 
1903.  to  the  time  of  his  death  was  a 
member  of  the  firm  of  Wilkinson,  Reck- 
itt, Williams  & Co. 
In  April,  1903,  Mr. 
Williams  was  ap- 
pointed  by  the 
United  States  Court 
receiver  of  Lord, 
Owen  & Co.,  a large 
wholesale  drug 
house,  and  his  ad- 
ministration of  this 
trust  was  so  ably 
conducted  as  to 
bring  him  much 
praise  from  all  par- 
ties concerned  there- 
in. Altogether  it 
would  be  hard  to 
find  a man  combin- 
ing in  a higher  de- 
gree the  qualities  of 
professional  fitness, 
good  citizenship  and 
loyal  devotion  to 
duty.  Mr.  Williams 
is  survived  by  his 
widow,  who  faith- 
full}-  watched  at  his  bedside  during  the  long 
weeks  of  his  illness.  His  funeral  was  held 
from  Trinity  Reformed  Episcopal  Church, 
in  Chicago,  on  January  6,  and  the  attend- 
ance testified  to  the  great  esteem  in  which 
he  was  held  by  his  neighbors,  friends  and 
professional  associates. 


The  Auditor 


■s;;. 

THE  WASHINGTON  SOCIETY 


To  meet  a disting-uisliccl  mcml)cr  of  tlie 
profession  of  public  accountants,  lion.  A. 
Lowes  Dickinson,  of  New  York  and  Lon- 
don, president  of  the  Federation  of  Certified 
Public  Accountants  of  the  United  States, 
members  of  the  state  board  of  accountancy 
and  the  Washington  Society  of  Certified 
Accountants  assembled  in  the  smoking 
room  of  the  Tacoma  hotel  last  night,  and 
a reception  was  held,  followed  by  an  in- 
formal discussion  of  matters  of  paramount 
importance  to  those  present. 

The  state  board  was  represented  by  L.  G. 
Jackson,  chairman ; E.  G.  Shorrock,  of 
Seattle,  secretary ; H.  W.  Carroll,  of  Seat- 
tle, and  W.  C.  Chidester.  The  only  absen- 
tee was  F.  P.  Greene,  of  Spokane,  who 
could  not  reach  the  city  in  time  to  be  pres- 
ent at  the  meeting.  The  state  society  was 
represented  by  George  Shedden,  secretary; 
Fred  Foster,  G.  W.  Temple  and  others.  Mr. 
Fred  Foster,  G.  W.  Temple  and  others. 
Mr.  Chidester  is  president  of  the  society. 

To  a representative  of  the  Ledger,  Mr. 
Dickinson  stated  that  the  organization  of 
the  public  accountants  of  the  United  States 
into  a national  body  would  be  perfected, 
in  all  probability,  during  the  coming  year. 
The  federation  of  which  he  is  president  is 
a national  organization,  but  there  is  another 
national  association  with  headquarters  in 
New  York,  and  it  is  proposed  to  consoli- 
date the  two,  thereby  uniting  the  profes- 
sion for  the  promotion  of  mutual  interests. 

“The  profession  of  public  accountancy  is 
probably  the  least  understood  in  the  West 
of  all  the  professions,”  said  Mr.  Dickinson. 
“I  frequently  hear  people  ask,  ‘What  is  a 
public  accountant?’  and  the  facetious  an- 
swer has  been  given,  ‘Oh,  a tramp  book- 
keeper.’ Now,  that  is  quite  as  ridiculous 
as  it  is  unfair,  because  the  profession  of 
public  accountancy  is  one  that  requires  great 
technical  skill,  and  is  also  one  of  the  most 
useful  professions  in  the  world,  without 


e.xcc]>tion.  What  can  be  of  greater  value 
|to  a business  house,  for  instance,  than 
that  its  accounts  be  correct,  that  the  cost  of 
production  be  known,  that  the  earnings  and 
])rofits  and  dividends  be  figured  out  sys- 
tematically and  easily?  True,  every  welt 
regulated  business  keeps  a set  of  books  and 
employs  a bookkeeper,  but  without  system 
in  the  conduct  of  a business  even  a book- 
keeper cannot  save  it  from  ruination. 

“A  public  accountant  is  a man  who  will 
perfect  a system  of  booldceeping,  will  de- 
vise methods  of  ascertaining  at  a glance 
the  exact  standing  of  the  business  man, 
both  as  debtor  and  creditor.  In  the  opera- 
tion of  stock  companies,  for  instance,  a p‘'b- 
lic  accountant  is  a necessity.  A certifica- 
tion of  the  financial  standing  of  a concern, 
made  by  a public  accountant,  is  worth  more 
to  a stockholder  than  all  the  statements  sub- 
mitted by  the  bookkeeper.  The  public  ac- 
countant is  not  interested  in  the  statement 
beyond  the  fact  that  he  is  engaged  to  pre- 
pare it.  The  idea  prevails  among  many 
business  men  that  to  call  in  a public  ac- 
countant to  go  over  his  books  is  to  cast  a 
reflection  or  suggest  a suspicion  concern- 
ing the  ability  and  honesty  of  his  book- 
keeper. I consider  the  matter  in  a different 
light. 

“No  bookkeeper  of  sense,  it  seems  to 
me,  would  resent  the  employment  of  an  ex- 
pert accountant  to  check  him  up  from  time 
to  time,  but  as  a matter  of  fact  it  is  not  an 
indication  that  the  employer  is  losing  faith 
in  the  employe  if  he  does  engage  an  ac- 
countant. The  bookkeeper  is  there  to  keep 
books,  while  the  accountant  is  engaged  to 
devise  a system  or  method  of  keeping  the 
books  that  the  business  man  may  have  a 
better  understanding  of  his  own  business. 

“There  are  other  branches  of  business 
where  the  services  of  a public  accountant 
are  of  great  value,  as,  for  instance,  the  set- 
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tiement  of  receivership  accounts,  bank  ac- 
counts, failures  and  trustee’s  accounts. 

“In  the  operation  of  a business  where 
competition  is  very  keen,  say  the  lumber 
trade,  it  is  necessary  that  the  manufacturer 
work  on  a system  that  assures  accuracy, 
and  the  public  accountant  is  the  man  to 
call  to  his  aid.  In  England  the  practitioner 
is  known  as  a ‘chartered’  accountant,  and 
every  large  business  house  makes  it  a point 
to  submit  its  books  to  him  at  least  once  a 
year.  In  the  United  States  business  men 
are  beginning  to  realize  and  recognize  the 
value  of  the  profession,  and  every  year 
witnesses  an  increase  in  the  number  of 
business  m.en,  firms  and  corporations  who 
adopt  the  system  of  having  their  books 
audited  by  a public  accountant.’’ — The 
Daily  Ledger,  Tacoma,  Wash. 


ADDED  TO  THE  LIBRARY 

The  library  of  the  Illinois  Society  of 
Certified  Public  Accountants  is  consider- 
ably richer  since  the  receipt  from  Mr. 
Frederick  S.  Tipson,  C.  P.  A.,  of  copies  of 
his  well-known  works  on  “The  Theory  of 
Accounts,’’  “Auditing”  and  “Commercial 
Law.”  Mr.  Tipson  has  performed  a real 
service  to  all  who  are  interested  in  these 
subjects  by  the  preparation  of  these  valu- 
able works,  which  are  regarded  as  standard 
by  the  universities  now  using  them  in  their 
schools  of  commerce  and  accounts. 

The  literature  of  the  accounting  profes- 
sion has  been  lamentably  scarce  and  Mr. 
Tipson  deserves  much  praise  for  giving  his 
time  and  talents  to  this  necessary  but  here- 
tofore neglected  work.  The  reading  of 
these  volumes  will  be  of  profit  to  the  best 
accountant,  while  they  are  simply  invaluable 
to  the  student. 


To  the  true  promoter  all  things  are  assets, 
and  liabilities  are  figments  of  a diseased 
imagination. 


OUR  FRIENDS— THE  FURNITURE 
MAKERS 

Recently  there  has  been  an  important  ad- 
dition to  the  ranks  of  the  so-called  account- 
ants who  combine  with  their  profession  the 
gentle  art  of  manufacturing  furniture.  Ap- 
parently these  manufacturers  have  an  idea 
that  it  is  only  necessary  to  call  themselves 
accountants  to  secure  the  patronage  and 
confidence  of  the  business  community  in 
their  professional  fitness.  Fortunately  busi- 
ness men  who  are  capable  of  handling  their 
own  affairs  are  becoming  much  more  diffi- 
cult to  impose  upon  in  this  connection,  and 
the  accountants  who  are  not  also  furniture 
makers  have  every  reason  to  expect  that  the 
campaign  heretofore  conducted  by  people 
who  are  trying  to  sell  things  has  passed  its 
flood  tide  of  effectiveness  and  is  now  seri- 
ously on  the  wane.  The  wonder  is  that 
these  people  ever  were  able  to  impose  upon 
the  business  public,  since  it  should  have 
been  very  apparent  to  men  with  even  limited 
business  experience  that  the  proper  man  to 
consult  as  to  what  they  needed  in  the  way 
of  office  supplies,  books  and  devices,  was  not 
one  who  was  engaged  as  a salesman  by  a 
concern  manufacturing  the  same. 


SOME  CHANGES 

On  January  i the  well-known  firm  of 
Walton,  Joplin  & Co.  was  dissolved  by  ex- 
piration of  the  partnership  agreement.  Mr. 
Seymour  Walton  has  associated  himself 
with  Mr.  W.  H.  Roberts,  under  the  firm 
name  of  “Walton,  Roberts  & Co.”  Mr.  J. 
Porter  Joplin  will  give  his  attention  to  the 
considerable  personal  clientage  with  which 
he  has  so  successfully  surrounded  himself, 
and  will  also  represent  in  the  West  the  firm 
of  James  Park  & Co.,  of  which  he  is  a 
member. 

The  new  firm  of  Walton,  Roberts  & Co. 
needs  no  introduction,  as  both  members 
have  been  for  a number  of  years  engaged 
in  the  accounting  business,  with  honor  to 
the  profession  and  profit  to  themselves. 
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THE  UNIVERSITY  OF  ILLINOIS 

BV  U.WJI)  KINLLV,  I’ll.  D.,  DEAN  OF  TtlE  COLLEGE  OF  LIBERAL  ARTS. 


Tlie  University  of  Illinois  was  foimded 
by  an  act  of  the  legislature,  February  28, 

1867,  and  opened  to  students  March  2, 

1868.  For  more  than  twenty  years  after 
its  establishment  the 
University  made  very 
little  progress.  The 
people  of  the  State  took 
slight  interest  in  it  and 
the  appropriations  made 
by  the  legislature  were 
very  small.  The  at- 
tendance of  students 
varied  little  from  year 
to  year  and  did  not 
average  more  than  350. 

In  1889,  however,  a 
forward  movement  in 
the  hi;  tory  of  the  Uni- 
versity began.  Since 
that  year  the  legislature 
has  made  generous  ap- 
propriations for  instruc- 
tion and  buildings ; the 
attendance  has  in- 
creased, new  depart- 
ments and  schools  have  been  added,  and 
the  field  of  the  work  of  the  FTniversity  has 
been  greatly  broadened. 

About  ten  years  ago  the  number  on  the 
faculty  was  65  and  the  registration  of 
students  about  800.  Now  the  faculty  has 
increased  in  number  to  400  and  the  en- 
rollment of  students  is  3,800. 

In  1896  the  Chicago  College  of  Phar- 
mac}'  became  the  School  of  Pharmacy  of 


the  University;  in  1897  the  Law  School 
was  established,  the  School  of  Music  was 
organized,  the  Library  School,  formerly 
conducted  at  xA.rmour  Institute,  Chicago, 
was  transferred  to  the 
bhfiversity,  and  the  Col- 
lege of  Physicians  and 
Surgeons  became  the 
College  of  Medicine  of 
the  University.  In  1901 
the  Illinois  School  of 
Dentistry  was  affiliated 
with  the  University. 

From  1895  to  date 
the  Library,  the  Ob- 
servatory, the  Centra! 
1 leating  Station,  the 
Mechanical,  Electrical 
and  Engineering  Labor- 
atories, the  whole  group 
of  Agricultural  Build- 
ings, the  Men’s  Gym- 
nasium, the  Woman’s 
Building,  and  sundry 
others,  have  been  added 
to  the  material  eqvup- 
ment  of  the  University. 

The  University  is  divided  into  six  col- 
leges and  five  schools.  These  are  the 
College  of  Literature  and  Arts,  which  is 
the  liberal  arts  department  of  the  Lhii- 
versity ; the  College  of  Engineering ; the 
College  of  Science,  in  which  the  natural 
sciences  are  placed ; the  College  of  Agri- 
culture ; the  College  of  Law,  and  the  Col- 
lege of  Medicine,  located  in  Chicago.  The 
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scliools  are  Dentistry,  Alusic,  Liljrary 
Science,  Pharmacy  and  the  tiraduate 
School. 

i lie  Colleg-e  of  Engineering,  which  is 
one  of  the  strongest  in  the  country,  is 
higlily  regarded  Ijy  engineers,  manufac- 
turers, and  others,  who  are  constantly 
calling  for  its  graduates.  The  work  of 
the  College  stands  so  high  that  there  is 
no  difficulty  in  placing  its  graduates  from 
vear  to  year,  and  places  for  more  could 
easil\  be  found.  The  College  offers 


year  more  than  the  whole  appropriation 
made  for  the  maintenance  of  the  Univer- 
sity. Among  other  things,  the  College 
devotes  itself  to  the  study  of  methods  of 
reclamation  of  waste  soils,  the  improve- 
ment of  cattle,  of  seed  corn,  the  dairy,  and 
a large  number  of  other  lines  of  work. 

The  Colleges  of  Liberal  Arts  include 
the  two  already  mentioned — the  College  of 
Literature  and  Arts  and  the  College  of 
Science.  In  these  two  colleges  is  offered 
all  the  work  commonly  included  under  the 
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courses  in  architecture,  architectural  engi- 
neering, electrical  engineering,  civil  engi- 
neering, railway  engineering,  and  munici- 
pal and  sanitary  engineering.  The  equip- 
ment of  the  College  is  all  modern  and  ex- 
tensive. 

The  College  of  Agriculture  has  grown 
with  remarkable  rapidity  in  the  past  few 
years,  and,  in  connection  with  the  United 
States  Experiment  Station,  is  doing  work 
which  is  attracting  the  attention  of  agri- 
cultural experts  all  over  the  world.  The 
experiments  and  discoveries  in  the  College 
of  Agriculture  return  to  the  State  each 


name  of  liberal  arts,  beside  certain  lines 
of  work  which  are  of  special  interest,  per- 
haps, to  readers  of  The  Auditor.  These 
lines  of  work  are  the  so-called  Courses  of 
Training  for  Business,  in  the  College  of 
Literature  and  Arts,  corresponding  to 
what  in  some  institutions  is  known  as  a 
school,  or  college,  of  commerce.  The 
course  of  study  laid  down  aims  to  fit 
young  men  for  business  life  in  various 
directions.  In  the  words  of  the  circular 
which  describes  the  work : It  is  not  ex- 

pected that  the  University  shall  turn  out 
graduates  who  are  finished  business  men. 
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hul  rather  graduates  who  arc  well  trained 
mentally  and  morally  and  well  informed 
in  the  fundamental  principles  that  under- 
lie all  businesses.  It  is  the  belief  of  the 
University  authorities  that  young'  men 
thus  trained  are  able  to  develoi)  .in  their 
business  life,  and  to  reach  positions  of  re- 
sponsibility and  importance,  far  more  rap- 
idly and  successfully  than  they  would  be 
likely  to  do  without  such  training. 

These  courses  at  present  include  ( i ) the 
general  business  course;  (2)  a course  in 
commerce  and  consular  service;  (3)  a 
course  in  banking;  (4)  a course  in  trans- 
portation; (5)  a course  in  insurance,  and 
(6)  a course  in  preparation  for  newspaper 
work. 

The  fundamental  work  in  all  of  these 
courses  is  the  same,  and  consists  largely 
of  economics,  with  adequate  training  in 
foreign  languages,  history,  and  other 
necessary  subjects.  Every  student  in  these 
courses  is  required  to  study  commercial 
geography,  the  principles  of  economics, 
the  elements  of  monetary  history,  bank- 
ing, of  business  organization,  corporation 
management,  finance  and  accounting,  com- 
mercial law,  and  some  foreign  language. 
A proper  amount  of 
mathematics  is  re- 
quired from  students 
in  courses  where  this 
is  appropriate.  In 
others  it  may  be  re- 
placed with  courses 
in  philosophy,  psy- 
chology and  other 
subjects. 

In  the  last  two 
years  of  these  courses 
each  student  is  re- 
quired to  specialize 
intensely  in  one  or 
two  departments  of 
the  business  he  in- 
tends to  enter,  mak- 
ing himself  thor- 


oughly familiar,  so  far  as  can  be  done  in 
an  academic  way,  with  all  the  methods 
and  details  of  its  organization  and  man- 
agement. Imr  example,  if  a young  man 
is  looking  forward  to  the  work  of  life 
insurance,  he  must  decide  by  the  end  of 
his  second  year  whether  he  wishes  to  take 
up  the  general  work  of  insurance,  the 
work  of  an  actuary,  or  the  ordinary  field 
work,  and  his  studies  are  directed  accord- 
ingly. If  he  desires  to  go  into  the  work 
of  railroad  transportation  he  takes  all  the 
courses  in  economics,-  a course  in  the 
economics  of  railway  management,  and 
then  is  required  to  indicate  what  depart- 
ment of  railway  work  he  wishes  to  special- 
ize in.  In  the  case  of  such  students,  cer- 
tain semi-technical  courses  in  engineering 
are  required. 

In  all  cases  the  work  of  the  University 
is  ' supplemented  by  talks  from  business 
men  and  visits  to  business  establishments 
in  operation. 

No  fully  equipped  course  in  accountancy 
is  yet  provided  by  the  University.  Students 
who  enter  the  business  courses  are  ex- 
pected to  be  familiar  with  the  general 
principles  of  bookkeeping,  and  are  re- 
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quired  to  take  courses  in  corporation  ac- 
counting and  finance.  They  get  practice 
in  the  analysis  of  railroad  and  other  cor- 
poration reports,  and  are  required  to  study 
commercial  and  corporation  law,  so  that 
they  get  an  all-round  general  knowledge 
of  the  fundamental  principles  of  the  whole 
subject.  It  is  hoped  that  the  way  will  be 
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opened  before  long  to  offer  courses  in  the 
history  and  theory  of  accounts,  and  in 
practical  accounting.  At  present,  however, 
the  University  has  no  means  of  providing 
this  work.  Perhaps  it  is  not  too  much  to 
hope  that  the  accountants  of  the  State  will 
interest  themselves  sufficiently  to  secure 
adequate  means  from  the  legislature  for 
the  establishment  and  carrying  on  of  such 
work. 

THE  EDUC.\TION  OF  ACCOUNTANTS. 

It  is  with  some  diffidence  that  I under- 
take to  complv  with  the  request  of  the 
editor  to  make  suggestions  about  subjects 
in  which  expert  accountants  should  be 
trained.  I have  recently  sought  the  opin- 
ions of  a large  number  of  accountants  con- 
cerning the  proper  sphere  of  the  work  and 
the  duties  of  the  accountant.  The  opinions 
differ  so  much  that  a layman  may  well 
ask  to  be  excused  from  saying  what 
subjects  an  accountant  ought  to  know. 
With  all  due  deference,  however,  to  the 
opinions  of  expert  accountants,  I venture 
to  make  certain  suggestions : 

There  are,  of  course,  some  subjects,  an 


acquaintance  with  which  must  be  taken 
for  granted  at  once.  First  and  foremost,  I 
would  emphasize  the  ability  to  write  and 
speak  the  mother  tongue  correctly.  I em- 
phasize this  as  the  result  of  a somewhat 
extensive  correspondence  with  accountants, 
during  the  past  two  years.  Besides  this 
there  are  the  subjects  which  constitute  the 
heart  of  the  accountant’s  work,  like  ac- 
counting, theoretical  and  practical,  audit- 
ing and  commercial  law.  In  addition  to- 
these  there  are  some  subjects  a knowledge 
of  which  is,  in  my  judgment,  essential  to 
the  successful  practice  of  the  accountant’s 
profession. 

I would  specifically  mention,  first,  a 
knowledge  of  political  economy.  This 
should  include  an  acquaintance  with  the 
general  principles  of  economics,  together 
with  such  subjects  as  banking,  the  money 
market,  credit  and  taxation.  I can  readily 
imagine  cases  in  which  a knowledge  of  all 
these  subjects  would  be  necessary  to  an 
accountant  in  active  work. 

Next  in  importance,  perhaps,  comes  the 
study  of  business  organization.  By  this  is- 
meant  a study  of  the  legal  and  adminis- 
trative organization  of  a modern  business- 
house.  Some  knowledge  of  corporations, 
and  corporation  law  is,  of  course,  abso- 
lutely necessary. 

Less  directly  connected  with  the  ac- 
countant’s work,  but  yet  helpful,  would  be 
a knowledge  of  industrial  and  commercial 
history.  Business  methods  change.  The 
industrial  character  of  a community 
changes  sometimes  pretty  rapidly.  If  there 
is  one  thing  more  than  another  for  which 
the  professional  economist  finds  grounds 
for  criticising  the- so-called  man  of  affairs, 
it  is  his  ultra  conservatism ; his  apparent 
belief  that  the  present  industrial  order  is 
something  that  has  existed  from  the  be- 
ginning and  will  endure  to  the  end.  This 
may  seem  a strange  remark  in  view  of  the 
fact  that  the  business  man  is  usually  re- 
garded as  ready  to  adopt  any  new  method 
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that  will  be  an  impi'ovenicnt  upon  the  old 
one.  There  is  a conunon  readiness  to 

adopt  new  methods  of  detail,  but  a very 
great  conservatism  as  to  general  funda- 
mental organization. 

yV  knowledge  of  one  or  two  foreign 
languages  is  also  helpful.  The  use  of  such 
knowledge  is,  of  course,  obvious,  if  ac- 
countants are  to  be  called  upon  to  do  work 
that  has  foreign  connections. 

Aside  from  these  subjects,  there  is,  of 
course,  the  so-called  liberal  education, 
which  comes  from  a study  of  history,  art, 
literature  and  politics.  I need  not  urge, 
of  course,  the  necessity  for  such  study  by 
would-be  accountants  as  will  make  them 
intelligent  citizens.  Ah  accountant  should 
be  able  to  talk  intelligently  about  such 
topics  of  the  day  as  railway  rates,  the 
labor  problem,  banking  reform,  etc. 

I presume  that  my  friends,  the  account- 
ants, will  think  this  is  a pretty  large  pro- 
gram. They  will  find,  however,  that  as 
their  work  rises  in  dignity  to  the  plane  of 
a profession  it  will  have  to  rest,  as  other 
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professions  rest,  upon  a broad  foundation 
of  liberal  education,  and  that  it  will  have 
to  be  in  close  touch  with  a great  many 
subjects  of  human  interest  and  human 
study  that  do  not  directly  contribute  to  its 
monetary  success.  'Fhe  passage  of  the 
Iliinois  law  regulating  the  profession  of 
accountancy  was  a great  step  in  advance. 
The  University  has  honestly  tried  to  ad- 
minister this  law  fairly  and  in  the  inter- 
ests of  the  profession,  while  conserving  the 
interests  of  all  individuals  concerned.  The 
University  looks  to  its  new  body  of  degree 
holders  for  the  support  that  it  naturally 
expects  from  all  its  graduates.  It  hopes 
for  not  only  the  inspiration  and  enthusiasm 
that  their  loyalty  arouses,  but  for  the  more 
practical  and  material  help  that  it  needs 
so  often  when  seeking  its  appropriations, 
or  when  trying  in  other  ways  to  develop 
its  resources  to  meet  the  growing  needs 
of  our  great  State  for  higher  standards  of 
education  and  broader  courses  of  study. 
I am  sure  that  it  will  not  look  to  the  ac- 
countants for  such  help  in  vain. 


THE  DUTIES  OF  PROFESSIONAL  ACCOUNTANTS  IN  CONNECTION 
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"subsequent  to  the  investment 


BY  FRANCIS  W.  PIXLEY,  F. 

{Continued  from  January  Issue.) 

Although  not  actually  a case  in  point,  it 
may  be  interesting  to  state  that  it  has  also 
been  considered  most  unprofessional  for  an 
English  chartered  accountant  to  give  a cer- 
tificate of  profits  made  by  the  clients  of  ad- 
vertising brokers  in  connection  with  their 
speculations  in  certain  securities.  These  cer- 
tificates are  made  use  of  to  entrap  the  inex- 
perienced, and  as  they  contain  no  reference 
to  the  losses  sustained  by  these  clients,  and 
by  other  clients  gambling  in  other  stocks — 
in  other  words,  as  they  do  not  deal  with  the 
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whole  of  the  transactions  of  the  brokers 
with  all  their  clients,  but  only  with  certain 
selected  ones — they  cannot  be  looked  upon 
as  straightforward  certificates,  and  the  use 
of  them  is  calculated,  looking  at  it  from  the 
lowest  point  of  view,  to  bring  the  certificates 
of  professional  accountants  as  a class  into 
disrepute. 

A professional  accountant,  before  putting 
his  client  to  the  expense  of  an  investigation 
of  the  accounts  of  a concern  which  it  is  in- 
tended to  offer  for  sale  to  a public  company, 
should  ascertain  that  the  accounts  have  been 
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so  kept  that  it  will  be  possible  for  him  to 
give  the  required  certificate  when  bis  work 
is  finished.  No  matter  bow  well  the  books 
of  a large  trading  concern  have  been  kept, 
it  is  impossible  to  ascertain  the  amount  of 
actual  annual  profit  for  a scries  of  years 
if  it  has  not  been  the  custom  of  the  proprie- 
tors to  have  taken  a correct  account  of  stock 
in  trade  at  the  end  of  each  of  these  years. 
Instead  of  being  able  to  certify  to  the  profit 
of  each  of  the  last  four  or  five  years,  as  de- 
sired by  the  promoter,  the  accountant  could 
not  do  more  than  give  a certificate  of  the 
sales  of  each  year,  from  which  the  proposed 
directors  could,  if  they  cared  to  take  the  re- 
sponsibility, state  in  the  prospectus  what 
has  been  the  probable  profit  on  this  turn- 
over. In  many  instances  a promoter  would 
not  care  to  run  the  risk  of  endeavoring  to 
float  a company  without  a certificate  of  ac- 
tual profits  from  the  accountant,  and  where 
early  in  the  proceedings  the  accountant  as- 
certains he  will  not  be  able  to  certify  as  re- 
quired, he  should  at  once  inform  his  client, 
and  give  him  an  opportunity  of  considering 
his  position. 

I have  mentioned  these  few  examples  with 
the  object  of  giving  what  I know  to  be  the 
views  of  some  of  the  leading  professional  ac- 
countants in  England  as  to  their  moral  re- 
sponsibilities, and  I feel  sure  that  you  will 
not  disagree  with  them,  or  wish  for  a lower 
professional  standard  to  exist  on  this  side  of 
the  Atlantic. 

In  an  address  to  such  a distinguished 
gathering  of  trained  accountants  I shall  not, 
of  course,  presume  to  indicate  how,  so  far 
as  details  are  concerned,  should  be  conduc- 
ted an  examination  of  the  accounts  of  any 
concern  for  the  purpose  of  ascertaining  as 
to  whether  or  not  it  may  be  a desirable  one 
for  the  investment  of  capital,  but  on  behalf 
of  those  of  less  experience,  and  for  students, 
I may  state  that  so  long  ago  as  February, 
1890,  I had  the  honor,  on  the  invitation  of 
the  Chartered  Accountants  Students’  So- 
cietv  of  Edinburgh,  and  the  Glasgow  Insti- 


tute of  Accountants’  Debating  Society 
to  read  a paper  on  consecutive  eve- 
nings in  Edinburgh  and  Glasgow,  on  “The 
Investigation  of  Accounts  of  Commercial 
Undertakings  Previous  to  Their  Conversion 
into  Public  Companies,”  in  which  paper  I 
went  very  fully  into  the  details  of  the  con- 
duct of  an  examination  of  this  nature.  This 
paper  was  published,*  together  with  a num- 
ber of  my  other  addresses,  in  1897,  and  can 
be  obtained  by  students  and  others  who  care 
to  study  such  details. 

You  will,  however,  I feel  sure,  not  consider 
me  guilty  of  presumption  in  referring  to  a 
few  special  items  intended  more  to  illustrate 
the  principle  on  which  investigations  of  this 
nature  should  be  conducted  than  an  attempt 
to  in  any  way  teach  those  whose  experience 
may  be  as  great,  or  even  greater,  than  my 
own. 

In  the  first  place  I cannot  impress  upon 
you  too  strongly  the  desirability  of  taking 
very  full  notes,  not  only  of  the  details  of 
the  investigation  itself,  but  also  of  inter- 
views with  your  client,  the  directors  of  the 
proposed  company,  the  solicitors,  valuers, 
and  anyone  else  concerned.  These  notes 
will,  of  course,  include  instructions  received, 
any  suggestions  you  may  make  thereon,  and 
generally  any  advice  you  may  deem  it  de- 
sirable to  give.  It  is  possible  these  notes 
may  never  be  required,  but  it  is  quite  pos- 
sible they  may  be  of  the  greatest  importance 
in  the  future,  more  especially  if  later  on  the 
enterprise  may  prove  unsuccessful,  and  you 
are  called  upon  to  explain  your  connection 
with  it  previous  to  and  at  the  time  of  its 
inception. 

A complete  list  of  the  books  of  account 
kept  by  the  proprietor  of  the  business  should 
be  furnished  to  the  accountant  previous  to 
his  investigation  being  commenced  (and  this 
he  should,  of  course,  retain,  making  note  of 
those  he  examines),  and  a list  of  any  papers 
made  use  of  by  him  during  his  investigation 
should  also  be  preserved. 

*The  Profession  of  a Chartered  Accountant  and' 
Other  Lectures."  London  : II.  Good  & Son.  1S07. 
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Should  any  allcnipt  be  made  to  deceive 
llie  invesligatiii"  accountant,  it  will  prob- 
ably be  in  one  of  the  following-  ways : 

( T ) .The  omission  of  liabilities  whicb 
ought  to  he  charged  against  the  profit  and 
loss  account. 

(2)  The  inclusion  among  revenue  of  in- 
come not  strictly  applicable  to  the  period 
under  review. 

(3)  The  overvaluation  of  unquoted  se- 
curities, with  the  consequent  result  that  cer- 
tain losses  are  improperly  omitted  to  be 
charged  against  the  profit  and  loss  account. 

(4)  The  non-allowance  for  depreciation 
of  fixed  or  partly  fixed  assets,  or  for  losses 
likely  to  be  incurred  on  the  realization  of 
licpiid  assets. 

As  regards  the  omission  of  liabilities,  the 
difficulties  of  detection  where  such  omis- 
sions are  made  deliberately  may  prove  quite 
impossible  to  grapple  with.  In  an  investiga- 
tion I conducted  many  years  ago,  the  mana- 
ger of  a provincial  fire  insurance  company 
conceived  the  idea  of  making  it  into  a lar- 
ger concern,  with  its  headquarters  in  Lon- 
don, and  at  the  same  time  increasing  its 
subscribed  and  paid-up  capital.  As  a result 
of  my  investigation  I reported  favorably,  the 
scheme  was  carried  out,  and  all  went  satis- 
factorily for  nearly  a year,  when  I was  re- 
quested to  meet  the  board  of  directors,  when 
they  informed  me  that  they  were  utterly 
unable  to  understand  the  extraordinary 
number  of  claims  which  were  coming  in 
from  a certain  foreign  country,  and  they 
gave  me  instructions  to  make  a complete 
investigation  of  the  affairs  of  the  company. 
As  a result,  it  was  discovered  that,  previous 
to  my  investigation,  arrangements  had  been 
made  with  persons  abroad  to  hold  back  cer- 
tain claims  in  respect  to  fires  which  had 
taken  place,  on  the  ground  that  they  would 
be  unable  to  be  met,  or  some  such  reason. 
I can  only  imagine  the  claimants  were  told 
of  the  proposed  scheme  and  consented  to  be 
a party  to  what  followed,  for  claims  in  re- 
spect of  fires  which  took  place  before  the 


incorporation  of  the  new  company  were 
brought  forward  as  new  ones.  At  the  time 
of  my  first  investigation  there  was  not  a sin- 
gle document  in  the  office  and  nothing  ip 
the  books  of  account  or  letter  books,  wbich 
could  show  that  such  claims  had  ever  been 
made,  and  the  directors,  fortunately  for  me, 
being  men  of  business,  never  attempted  to 
fix  the  slightest  blame  upon  me  for  not  hav- 
ing discovered  what  was  practically  an  im- 
possibility. At  the  same  time,  it  was  a les- 
son to  me,  and  I now  make  use  of  it  as  an 
example  of  the  care  that  has  to  be  exercised 
by  an  accountant  in  investigations  of  this 
nature.  Intentional  omissions  of  this  sort 
can,  of  course,  be  occasionally  detected  by 
comparing  transactions  of  former  years 
with  those  of  the  years  under  review,  and, 
of  course,  the  greater  the  experience  an  ac- 
countant may  have  of  the  accounts  of  busi- 
ness of  a nature  similar  to  tbe  one  he  is  in- 
vestigating, the  more  likely  he  is  to  detect 
any  omissions.  In  every  investigation  of  this 
kind,  it  is  distinctly  part  of  the  accountant’s 
duties  to  endeavor  to  compare  the  percen- 
tage of  gross  profit  made  on  the  sales  or 
turnover  of  a business  for  a period  of  years, 
and  if  the  gross  profit  for  the  period  he  is 
asked  to  certify  is  above  the  average  of 
preceding  years,  and  the  reason  cannot  be 
satisfactorily  explained,  then  it  is  most  nec- 
essary that  he  should  endeavor  by  any 
means  in  his  power  to  ascertain  that  all  the 
purchases  and  changes  have  been  brought 
into  account.  This  may  require  great  tact 
and  judgment,  as  he  must  pursue  his  in- 
quiries without  any  person  either  connected 
with  or  outside  the  business  having-  anv 
ground  for  suspicion  as  to  why  the  special 
inquiries  are  being  made. 

The  inclusion  in  the  revenue  of  income 
not  strictly  applicable  to  the  period  under  re- 
view is  also  another  method  by  which  the 
profit  of  a business  may  be  unduly  swelled, 
and  where  the  profits  of  several  years  are 
set  out  for  the  purpose,  perhaps,  of  showing 
that  the  business  has  been  an  improving  one. 
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it  is  ]iiost  important  that  the  certifying  ac- 
countant shall  ascertain  that  the  actual  in- 
come of  each  year  is  brought  to  credit  in  its 
jM'oper  year.  Where  also  the  whole  of  the 
business  is  not  to  be  sold,  and  part  is  to  be 
retained  in  the  hands  of  the  existing  owner, 
then,  of  course,  care  must  be  taken  that  the 
certilied  profits  do  not  include  any  portion 
of  the  income  which  appertains  to  that  part 
of  the  business  not  to  be  acquired  by  the 
l)urchaser. 

The  over-valuation  of  assets,  so  far  as  it 
affects  the  profit  and  loss  account,  is  also 
of  importance,  stock  in  trade  in  the  case  of 
a trading  company,  land  or  houses  in  the 
case  of  a property  company,  or  invest- 
ments in  the  case  of  a finance  company,  re- 
quiring special  attention.  The  value  placed 
upon  the  stock  in  trade  in  a profit  and  loss 
account  and  balance  sheet  is  at  all  times 
an  unsatisfactory  item  from  an  accountant’s 
point  of  view.  When  certifying  as  an  audi- 
tor the  accounts  of  a joint  stock  company 
registered  under  the  English  law  an  ac- 
countant is  usually  careful  to  explain  in  his 
certificate  or  report  that  the  value  of  the 
stock  has  been  taken,  either  at  cost  price, 
or  that  the  value  is  certified  to  by  some  offi- 
cial of  the  company,  but  even  they  he  deems 
it  his  dut}-  to  satisfy  his  owm  mind  that  the 
amount  taken  credit  for  is  a proper  one.  In 
the  case  of  certifying  as  to  profits  for  the 
information  of  an  intending  investor,  more 
care  than  this  is  requisite,  as  the  accountant 
is  here  dealing  with  the  stock  in  trade,  not 
of  those  concerned  in  the  future  of  the 
company,  or  to  a certain  extent  responsible 
to  a body  of  existing  shareholders,  as  are 
the  directors  or  managers,  but  he  is  dealing 
with  the  stock  in  trade  of  a concern  which 
is  about  to  pass  wholly,  or,  at  any  rate, 
jnrtly,  into  the  hands  of  strangers,  and  he 
has  to  do  his  best  to  insure  that  the  figure 
he  is  going  to  make  use  of  will  not  unduly 
swell  the  profits  he  certifies.  As  already 
stated,  however,  I am  not  attempting  here 
to  teach  you.  but  merely  to  call  your  atten- 


tion to  points  demanding  special  inquiry, 
and  I will  not  pursue  this  point  further.  The 
same  remark  applies  to  investments  and 
property  of  other  description,  which  may 
be  brought  to  credit  in  a balance  sheet,  and 
consequently  affect  the  profit  and  loss  ac- 
count. 

The  last  of  the  four  points  referred  to  by 
me  in  connection  with  which  an  investiga- 
ting accountant  may  be  intentionally  de- 
ceived is  the  non-allowance  for  deprecia- 
tion of  fixed  or  partly  fixed  assets,  or  for 
losses  likely  to  arise  on  the  realization  of  li- 
quid assets.  It  is  now  generally  admitted, 
not  only  by  professional  accountants,  but 
by  the  financial  and  commercial  world  gen- 
erally, that  depreciation  of  wasting  assets 
is  as  much  a charge  against  revenue  before 
arriving  at  the  net  profits  as  is  money  ex- 
pended in  wages,  rent,  or  any  other  charges 
connected  with  a business.  At  the  present 
time  there  is  no  fixed  scale  laid  down  for  ar- 
riving at  the  proper  amount  to  be  charged 
■for  depreciation  in  respect  of  the  many 
varieties  or  classes  of  wasting  assets  which 
can  be  met  with.  There  is,  however,  one 
exception.  All  are  agreed  that  in  the  case 
of  leasehold  property  of  every  description 
there  must  be  an  amount  charged  periodi- 
cally against  the  value  of  the  lease  so  that  at 
its  expiration  the  capital  money  expended 
on  its  original  purchase  must  in  some  way 
or  other  have  been  made  good.  Here  again, 
however,  there  is  a difficulty,  as  during  the 
course  of  a long  lease  it  by  no  means  follows 
that  auditors  and  their  clients  will  agree  as 
to  the  amount  to  be  written  off  for  each  in- 
dividual year  of  the  lease’s  existence.  When 
an  auditor  wishes  to  make  this  a fixed  sum, 
extending  over  the  whole  course  of  years, 
he  is  frequently  met  with  the  argument, 
which  in  many  cases  is  a perfectly  correct 
one,  more  especially  in  a city  like  London, 
and  other  centers  where  property  is  gradu- 
allv  increasing  in  value,  that  a lease  after 
many  years  has  expired  is  worth  more  than 
it  was  when  originallv  purchased.  In  the 
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case  of  deciding  llic  amount  to  be  written 
off  leases,  nearly  every  individual  lease  has 
practically  to  be  separately  dealt  with. 

As  regards  plant,  machinery,  fixtures  and 
assets  of  this  description,  there  is  no  fixed 
rule,  and  in  an  investigation  such  as  we  are 
considering,  the  accountant  must  satisfy 
himself  to  the  best  of  his  ability  that  a full 
amount  has  been  charged  against  the  profit 
and  loss  acount,  having  regard  to  the  spe- 
cial nature  of  the  assets  he  may  have  to  deal 
with.  As  a rule,  when  a business  having 
assets  of  this  description  is  taken  over  by  a 
company  a valuer  is  employed,  who  gives 
a certificate  to  be  made  use  of  in  the  pros- 
pectus, and  the  accountant  must  make  as 
much  use  as  possible  of  the  valuer’s  knowl- 
edge in  fixing  the  depreciation  to  be 
charged. 

As  regards  loss  likely  to  arise  on  the  reali- 
zation of  liquid  assets,  such  as  book  debts, 
whether  on  bills  receivable  or  on  open  ac- 
count, and  on  balances  in  the  hands  of 
agents  or  travelers,  the  professional  ac- 
countant can  only  be  guided  by  a careful 
examination  of  the  age  of  these  debts,  and 
the  experience  of  the  past  as  to  the  manner 
in  which  they  are  usually  discharged,  and 
in  the  case  of  debts  of  any  special  magni- 
tude, perhaps  by  means  of  a special  inquiry. 

You  will  notice  that  in  these  remarks  I 
have  referred  solely  to  assets  from  the  profit 
and  loss  account  point  of  view,  as  it  is  very 
seldom  that  for  prospectus  purposes  the  ac- 
countant is  required  to  certify  beyond  the 
profit  earned.  Balance  sheets,  as  a rule,  are 
not  referred  to,  in  consequence  of  the  pro- 
posed alteration  in  the  capital,  and  the  fact 
that  frequently  many  of  the  assets — such  as 
book  debts,  investments,  or  cash — are  not 
taken  over.  Those  assets  taken  over  are, 
as  a rule,  not  acquired  at  the  price  they  ap- 
pear in  the  books,  but  on  the  valuation  of 
the  valuer  already  referred  to. 

It  frequently  happens  that  interest  on 
loans  forms  a considerable  portion  of  the 
charges  against  the  profits  of  a concern  pro- 


po.sed  to  be  converted  into  a joint  stock 
company,  in  which  case  the  accountant  may 
be  asked  to  omit  this  interest  and  add  to  it 
the  profits  certified,  on  the  ground  that  the 
new  company  will  have  sufficient  capital  to 
render  loans  unnecessary  in  future.  Now, 
to  this  request  no  exception  need  be  taken, 
provided  the  accountant  certifies  that  the 
profit  is  arrived  at  before  such  interest  is 
charged,  and  has  in  addition  satisfied  him- 
self that  the  capital  proposed  to  be  off'ered 
for  subscription  will  be  sufficient  for  the 
future  working  of  the  business  on  the  same 
scale.  To  give  his  certificate  without  fully 
ascertaining  that  this  will  be  the  case  would 
be  most  improper,  and  render  him  liable  to 
be  accused  of  participating  in  a fraud  on  in  - 
tending subscribers. 

When  the  accountant  has  completed  his 
investigation  on  behalf  of  a private  client, 
and  has  handed  to  him  his  report,  his  work 
is  practically  completed,  and  his  client  can 
come  to  a decision  as  to  whether  he  will  or 
will  not  invest  his  capital  in  the  undertaking, 
but  when  the  accountant  has  made  his  re- 
port to  the  intending  promoter  of  a com- 
pany to  bp  formed  to  acquire  the  concern 
whose  accounts  he  has  just  investigated, 
it  by  no  means  follows  that  his  work  is  over. 
He  may  be  prepared  to  certify  to  a certain 
amount  of  profits,  but  these  profits  may  not 
be  sufficient  to  show  the  amount  requisite 
to  pay  the  minimum  dividend  on  the  capital 
of  the  proposed  new  company,  which,  in 
the  opinion  of  the  promoter,  he  must  put 
forward  in  order  to  obtain  the  requisite  capi- 
tal. It  is  in  a circumstance  like  this  that 
strength  of  character  is  required,  as  great 
pressure  is  frequently  put  upon  the  account- 
ant to  induce  him  to  alter  his  figures,  and 
show  at  least  the  minimum  profit  required 
by  the  promoter  to  make  his  prospectus  at- 
tractive. Various  arguments  are  adduced, 
such  as  that  too  much  allowance  has  been 
made  for  loss  likely  to  arise  on  realization 
of  debts ; that  too  much  depreciation  has 
been  written  off  the  leases  or  plant  and  nia- 
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chinery;  or  that  certain  expenditure  has 
been  charged  against  the  last  year’s  profit 
wliicli  might  properly  be  spread  over  a term 
of  years. 

Now,  it  by  no  means  follows  that  some 
of  the  arguments  are  not  sound,  and  it  is 
quite  possible  the  accountant  may  see  his 
way  to  amend  some  of  his  figures,  but  he 
must  only  do  so  on  being  absolutely  con- 
vinced of  the  propriety  of  so  doing,  and  he 
must  not  yield  to  persuasions  based  on  any 
other  ground.  One  of  the  most  common 
arguments  put  forth  by  a promoter  in  this 
unpleasant  situation  is  that  unless  the  ac- 
countant adopts  his  view  the  company  can- 
not be  launched,  and  all  the  expenditure 
which  he  has  incurred  to  date,  or  for  which 
he  has  made  himself  responsible,  will  be  lost. 
I need  scarcely  add  this  is  absolutely  not 
worthy  of  any  consideration  by  the  account- 
ant, who,  although  paid  by  the  promoter, 
has  not  him  to  think  of.  The  accountant’s 
sole  duty  is  toward  those  unknown  persons 
who  might  be  induced  by  means  of  this  cer- 
tificate to  embark  their  capital  in  a venture 
which  they  would  not  do  were  the  account- 
ant to  remain  firm,  and  resist  any  tempta- 
tion which  may  be  offered  to  him  to  give 
a certificate  which  he  does  not  consider  true 
and  unimpeachable  in  every  respect. 

I will  now  proceed  to  deal  with  the  sec- 
ond part  of  my  subject,  namely,  the  duties 
of  professional  acepuntants  toward  the  own- 
ers of  invested  capital,  in  other  words,  the 
duties  of  auditors. 

Although,  as  previously  stated,  the  duties 
of  professional  accountants  in  the  United 
Kingdom  embrace  those  appertaining  to  the 
holding  of  a number  of  official  appointments, 
yet  it  is  concurrently  with  the  rapid  increase 
of  joint  stock  enterprises  that  the  profession 
has  advanced,  and  the  real  mainstay  of  pro- 
fessional work  is  the  audit  of  accounts  of 
companies  and  associations  registered  under 
the  various  companies’  acts.  At  the  same 
time  there  is  also,  I am  pleased  to  add,  a 


gradual  and  steady  increase  in  the  number 
of  private  individuals,  firms  and  others,  who 
place  not  only  their  business  books,  but  also 
those  relating  to  their  private  affairs,  in  the 
hands  of  auditors.  It  has  also  become  the 
most  invariable  practice  for  executors  and 
trustees  under  wills  to  place  the  books  con- 
taining the  administration  of  the  estates  of 
their  respective  testators  in  the  hands  of 
professional  accountants,  not  only  in  their 
own  interests,  but  for  the  satisfaction  of 
those  who  are  beneficially  interested  in  the 
testator’s  estate.  Indeed,  it  was  decided  by 
our  English  law  courts  as  long  ago  as  i8i8 
that  an  executor  or  trustee  may,  if  the  ac- 
counts be  complicated,  employ  a professional 
accountant  to  adjust  and  settle  them,  and  to 
charge  the  trust  estate  with  the  fee  under 
the  head  of  “Expenses.” 

In  1844  the  British  Parliament  passed  an 
act  providing  for  the  registration,  incorpo- 
ration and  regulation  of  joint  stock  compa- 
nies. This  was  practically  the  first  joint  stock 
companies  act,  as  previous  to  that  date  joint 
stock  associations  were,  in  England,  sub- 
ject to  the  law  which  governed  ordinary 
partnerships  of  two  or  three  persons.  It 
contained  very  full  clauses,  providing  for 
the  proper  keeping  of  accounts,  the  balanc- 
ing of  books  of  account,  the  preparation  of 
a balance  sheet  and  the  audit  of  the  same. 
From  that  period,  however,  up  to  the  pres- 
ent time,  notwithstanding  the  fact  that  later 
acts,  including  the  companies’  act  of  1862, 
which  was  the  first  act  constituting  what  is 
now  known  as  limited  liability,  omitted  all 
reference  to  auditors,  with  the  exception  of 
some  clauses  contained  in  a schedule  to  the 
act,  which  was  only  binding  on  those  com- 
panies registered  without  special  articles  of 
association.  The  accounts  of  joint  stock 
companies  have  always,  as  a matter  of  prac- 
tice, been  audited  before  being  placed  before 
shareholders  at  their  annual  or  periodical 
meetings. 


(To  be  continued.) 
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ON  THE  IMPORTANCE  OF  APPRAISEMENTS 

r.V  WALTER  W.  POLLOCK,  OF  THE  MANUFACTURERS'  APPRAISAL  COMPANY. 


For  accounting  purposes  the  average 
manufacturer  regards  the  tools  which 
make  up  his  manufacturing  plant  as  of 
comparatively  small  value  and  imjiortance. 
hie  possildv  may  have  records  of  the  origi- 
nal costs  of  buildings  and  ecpiipmeiit,  from 
which  for  years  he 
has  been  estimating 
or  guessing  off  de- 
])reciation,  possibly 
at  the  same  time 
charging  repairs  and 
betterments  to  ex- 
pense. The  result 
is  likely  to  be  that 
in  the  confusion  of 
charge  and  counter- 
charge he  has  lost 
track  of  the  true 
value  of  his  plant 
at  the  present  time. 

He  may  be  willing, 
for  proper  and 
conservative  r e a - 
sons,  that  his  build- 
ings and  mechan- 
ical equipment 
should  financially 
stand  at  zero.  He 
does  not  want  to  fool  himself  by  valua- 
tions upon  his  plant  that  he  cannot  fully 
justify  to  stockholders.  The  only  occa- 
sions for  consideration  of  any  other  than 
a conservative  value,  in  his  opinion,  are 
v/hen  he  comes  to  put  a price  upon  his 
plant  for  sale,  either  to  a proposed  com- 
bination or  to  the  insurance  companies  in 
the  event  of  fire.  Then  his  former  state- 
ments of  value  are  found  to  be  worthless. 
The  depreciated  valuations  as  given  in  his 
ledger  do  not  show  what  his  plant  is 
worth  as  “a  going  concern.”  Neither  do 
the  books  show,  in  total  or  in  detail,  what 


he  would  be  entitled  to  receive  from  the 
insurance  companies  in  the  event  of  fire. 
He  has  carried  his  plant  on  his  books  at 
a conservative  price,  which  bears  merely 
an  approximate  relation  to  the  true  value. 
He  has  every  year  jdaced  a stated  amount 
of  insurance  by 
guesswork,  without 
fully  realizing  the 
fine-type  o b 1 i g a - 
tions  of  his  policies 
or  the  obligations 
of  the  co-insurance 
clause  rider,  which, 
in  the  event  of  un- 
der-insurance, may 
nullify  in  a large 

measure  the  pro- 
tection that  he  had 
supposed  that  the 
payment  of  insur- 
ance premiums  gave 
him. 

APPRAISALS  AND  FIRE 
INSURANCE. 

In  the  past  five 

years  many  manu- 
facturers, • realizing 
the  importance  of 
accurate  knowledge  concerning  the  true 

value  of  their  plants,  have  employed  dis- 

interested appraisal  companies  to  furnish 
them  with  detailed  appraisements  of  their 
plants.  Some  of  the  appraisements  have 
been  crude  as  to  system  and  imperfect  as 
to  the  application  of  the  system ; but  in 
any  event  the  employment  of  a disinter- 
ested appraiser  has  been  of  important  as- 
sistance in  determining  the  value  of  manu- 
facturing plants. 

The  most  easily  proven  worth  to  a 
manufacturer  of  a disinterested  valuation 
is  in  connection  with  the  placing  of  insur- 
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ance  and  the  proof  of  loss  after  a fire.  At 
the  same  time  a properly  made  appraise- 
ment is  valuable  for  any  purpose  that  may 
arise,  in  which  a correct  inventory  and 
valuation  may  be  required.  Bankers  usu- 
ally extend  credit  to  manufacturers  more 
on  account  of  reputation  and  financial 
standing  than  because  of  the  physical  value 
of  their  plants ; but  instances  could  be 
cited  where  disinterested  plant  appraise- 
ments have  enabled  the  increase  of  lines 
of  credit  where  all  other  means  had  failed. 
In  appraisal  companies  which  have  a repu- 
tation for  accuracy  and  good  faith  to  main- 
tain, receivers,  assignees  and  trustees  have 
a means  of  protecting  themselves  as  well 
as  those  whom  they  represent  at  small  ex- 
pense and  with  a far  more  accurate 
knowledge  concerning  the  property  in  their 
hands  than  could  otherwise  be  obtained. 

In  the  making  of  audits  accountants 
have  been  accustomed  to  use  the  book 
values  in  arriving  at  the  worth  of  a plant. 
In  some  instances  the  owners  have  de- 
ducted so  much  for  depreciation  that  their 
books  do  not  show  the  truth,  or  more  than 
a semblance  of  it;  and  the  owner  does  not 
get  as  favorable  a showing  as  he  is  en- 
titled to.  In  plants  where  the  work  is 
divided  into  departments  it  is  important  in 
making  up  factory  costs  to  know  the  actual 
amount  of  capital  invested  in  each  depart- 
ment. From  such  a record  it  is  possible 
to  figure  proportionate  amounts  of  non- 
productive expense,  such  as  heat,  light, 
clerk  hire,  insurance,  taxes,  etc.  Partners 
and  other  officers  sometimes  disagree,  and 
then  the  services  of  a disinterested  ap- 
praiser are  invaluable  in  adjusting  such 
differences.  There  are  a number  of  other 
contingencies  which  will  readily  suggest 
themselves,  under  which  a disinterested 
appraisement  would  be  likely  to  prove  of 
great  value  and  importance. 

It  is  only  within  the  last  year  or  two 
that  an  appraisal  system  has  been  per- 
fected that  covers  the  entire  ground  of  the 


requirements  of  manufacturers.  It  may 
be  said  without  fear  of  successful  contra- 
diction that  the  best  appraisal  system  is 
that  which  shows  the  largest  amount  of 
detail,  with  the  various  items  arranged  and 
grouped  in  the  most  comprehensive  man- 
ner ; that  can  be  most  easily  checked 
against  the  individual  items ; and  that  by 
reason  of  accuracy  of  descriptions  and  val- 
uations best  enables  the  reproduction  of 
the  portions  destroyed  in  case  of  fire. 
Manufacturers  who  have  been  accustomed 
to  having  their  inventories  taken  by  their 
own  employes  have  frequent!}'’  found  their 
confidence  in  the  work  of  these  employes 
misplaced.  There  are  hundreds  of  ques- 
tions that  will  arise  in ' appraising  a large 
plant  that  can  only  be  properly  transferred 
to  a written  record  by  the  expert,  trained 
appraiser.  In  one  large  plant,  for  in- 
stance, the  machine  shop  superintendent 
directed  three  of  his  mechanics  to  inven- 
tory the  tools,  and  found  as  a result  that  a 
certain  tool  in  common  use  had  three  dif- 
ferent names,  none  of  which  was  the  cor- 
rect catalogue  description.  The  names  as- 
signed to  this  tool  were  shop  slang  names, 
and  the  identification  of  the  tool  by  the 
maker’s  catalogue  was  most  difficult,  not 
to  say  impossible,  to  anyone  not  familiar 
with  the  shop.  In  appraising  the  equip- 
ment at  a number  of  plants  owned  by  sev- 
eral large  concerns  which  recently  com- 
bined, expert  appraisers  were  asked  to 
check  over  the  inventories  previously  made 
by  the  local  employes.  The  invariable  re- 
sult was  the  finding  of  from  25  per  cent 
to  50  per  cent  increased  value.  There 
were  both  omissions,  errors  of  arrange- 
ment, wrong  descriptions  and  wrong 
prices,  all  due  not  so  much  to  carelessness 
on  the  part  of  the  original  makers  of  the 
inventories  as  to  the  lack  of  experience  in 
appraisal  making. 

The  approved  disinterested  appraisal  sys- 
tem, as  perfected  by  companies  engaged  in 
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Ihe  business  of  valuing  property,  now  con- 
sists of  the  following  features : 

First:  Piece  bills  or  bills  of  (juantities  of 
materials  used  in  the  construction  of  each 
building,  such  piece  bills  showing  the  lo- 
cations by  doors  and  the  values  of  all  ma- 
terials as  installed  in  the  building.  The 
piece  bills  show  separate  items  for  floor- 
ing, partitions  and  for. all  other  construc- 
tion materials,  so  that  the  actual  property 
destroyed,  and  its  value,  can  be  easily  de- 
termined and  located. 

Second : Complete  classified  lists  of  all 

equipment,  such  as  machinery,  shafting, 
pulleys,  belting,  tools,  pipe  and  fittings, 
galvanized  iron  pipe,  electrical  apparatus, 
laboratory  equipment,  patterns,  dies, 
trucks,  scales,  office  furniture  and  fixtures, 
and  benches,  tables,  racks  and  cupboards : 
and  when  all  property  that  is  classifiable 
has  been  listed  there  should  b-e  a miscel- 
laneous list  of  small  and  insignificant 
items,  the  aggregate  value  of  which  is 
usually  unexpectedly  large. 

Third : In  verification,  complete  sets  of 
factory  plans  are  made,  showing:  A gen- 

eral map  of  the  property,  indicating  prop- 
erty lines,  street  lines,  railroad  tracks,  un- 
derground pipe,  fire  hydrants,  the  location, 
size  and  number  or  designation  of  each 
building  and  all  features  that  pertain  to 
the  plant  as  a whole ; floor  plans,  locating 
all  machinery,  power  transmission,  office 
partitions,  office  fixtures,  and  other  im- 
portant mechanical  equipment ; cross  sec- 
tions showing  the  architectural  construc- 
tion of  buildings,  which  are  intended  to 
verify  the  piece  bills  and  corroborate  the 
values  shown  therein. 

CLASSIFICATION  AND  DEPRECIATION. 

The  appraisement,  to  be  serviceable  to 
the  manufacturer,  should  have  all  of  this 
information  correctly  grouped,  showing 
the  totals  of  classifications  for  each  build- 
ing and  should  be  summarized  so  as  to 
show  the  actual  and  insurable  values.  In 
carrying  insurance  it  is  important  to  know 


the  approximate  percentages  of  deprecia- 
tion to  be  deducted  as  provided  by  insur- 
ance policy  conditions,  and  also  the  total 
of  the  nninsurable  and  indestructilile  i)or- 
tions,  such  as  excavation,  foundations  and 
underground  pipe.  This  will  enable  the 
manager  to  place  insurance  so  as  to  be 
fully  protected,  so  as  to  comiily  with  co- 
insurance  requirements  in  the  policy,  and 
absolutely  to  prove  loss  in  the  event  of 
fire  by  an  appraisement  made  when  every- 
thing can  be  found  and  properly  inven- 
toried and  described. 

The  question  of  depreciation  is  neces- 
sarily one  of  opinion.  The  correct  basis 
of  depreciation  is  the  condition  of  the 
plant  rather  than  the  age.  It  is  conceiv- 
able that  a building  or  machine  ten  years 
old  might  be  as  good  as  new.  It  is  also 
conceivable  that  a building  or  machine 
only  one  year  old  might  require  the  de- 
duction of  a large  amount  of  depreciation. 
It  is  therefore  the  duty  of  the  expert  ap- 
praiser (who  in  his  work  must  become 
thoroughly  familiar  with  every  feature  of 
the  plant),  to  apply  a rate  of  depreciation 
based  on  the  condition  of  the  plant  as  he 
sees  it.  Under  any  circumstances  it  is 
difficult  to  disprove  a depreciated  valua- 
tion made  under  these  circumstances,  pro- 
vided it  is  made  by  an  appraiser  of  intel- 
ligence and  experience. 

In  the  disinterested  appraisement  the 
entire  plant  is  first  valued  on  the  basis  of 
what  it  would  cost  new,  at  present  market 
.values  of  materials,  equipment,  and  labor 
required  to  place  it  all  in  position.  From 
this  new  cost  of  reproduction  (which  is  al- 
ways the  starting  point  in  the  adjustment 
of  a fire  loss),  percentages  of  depreciation 
are  deducted,  thus  arriving  at  the  net 
present  value  for  comparison  with  books 
of  account.  The  insurable  value  is  this 
depreciated  value,  less  excavation,  founda- 
tions and  underground  pipe,  which  are 
nearly  always  eliminated  by  the  insurance 
forms.  With  a statement  made  in  this 
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way  the  manufacturer  knows  whether  or 
not  he  is  a co-insurer  and  can  prove  his 
position  by  a disinterested  valuation  which 
is  proof  of  its  own  accuracy. 

APPRAISAL  AND  INSURANCE  COMPANIES. 

Legitimate  insurance  companies  do  not 
and  cannot  object  to  the  manufacturer  put- 
ting himself  in  a position  to  comply  with 
insurance  policy  conditions,  enabling  him 
to  prove  his  loss  in  complete  detail.  The 
])oint  of  view  taken  by  appraisal  companies 
is  that  insurance  companies  pay  losses  that 
can  be  proven ; that  any  difference  with 
insurance  companies  is  due  to  the  neglect 
of  the  insured  in  not  fully  understanding 
his  obligations  and  carefully  preparing  to 
assume  them  when  the  fire  shall  occur. 
As  a matter  of  fact,  larger  lines  of  insur- 
ance are  carried  by  concerns  whose  plants 
have  not  been  appraised,  because  of  their 
helief  in  their  ability  to  prove  losses  in 
detail. 

Eventually  the  appraisal  business  will 
probably  develop  in  a great  many  new  di- 


rections. The  work  of  appraising  manu- 
facturing plants  has  for  several  years  past 
been  extensively  carried  on ; the  business 
has  already  extended  to  the  appraisal  of 
store  fixtures  and  household  furniture,  and 
eventually  it  is  likely  that  insurance  com- 
panies will  insist  on  disinterested  appraise- 
ments of  large  plants  before  accepting  in- 
surance thereon.  Possibly  in  time  the  ap- 
praisal companies  will  act  as  arbitrators 
in  the  settlement  of  fire  losses,  the  proof 
of  which  will  be  made  up  from  the  dupli- 
cate records  on  file  in  the  office  of  the  ap- 
praisal company.  It  is  also  likely  that  ex- 
pert accountants  in  completing  audits  will 
in  time  come  to  the  point  of  requiring  dis- 
interested appraisements  before  accepting 
the  book  values  of  a plant.  Under  any 
circumstances  I believe  I am  justified  in 
saying  that  the  appraisal  business  is  now 
a permanent  feature  of  the  business  life  of 
the  United  States,  and  that  it  will  have  a 
constantly  increasing  clientele  among  pro- 
gressive business  men  in  all  parts  of  the 
country. 


MISCELLANY 


MILLIONS  EMBEZZLED. 

Ten  million  dollars  were  embezzled  in  the 
United  States  during  the  year  1904,  accord- 
ing to  a statement  just  compiled  by  the 
Fidelity  & Casualty  Company  of  this  city, 
't'iiese  figures  were  regular  straight  out 
' steals,  followed  by  confession  or  conviction 
or  by  the  disappearance  of  the  guilty  one. 

New  York  state  headed  the  list  with  the 
embezzlement  amounting  to  $1,851,585. 
California  was  next  with  a total  of 
$1,058,825.  Then  came  Pennsylvania  with 
the  snug  sum  of  $987,233.  Ohio  followed 
with  $830,208.  The  other  states  in 
their  order  were : Iowa,  $677,782 ; 

Massachusetts,  $644,067;  Missouri,  $492,- 
003  ; Indiana,  $410,337  ; Illinois,  $400,832  ; 


Texas,  $258,000;  Tennessee,  $246,618; 
New  Jersey,  $233,896;  North  Carolina, 
$230,750;  Connecticut,  $108,598;  New 
Hampshire,  $164,884;  Kansas,  $160,497; 
District  of  Columbia,  $122,076;  Maryland, 
$107,730;  Indian  Territory,  $106,751;  Ark- 
ansas, $97,500;  Georgia,  $95,162;  Ken- 
tucky, $87,977 ; Louisiana,  $79,094 ; Minne- 
'sota,  $65,618;  Michigan,  $51,189;  Okla- 
homa, $46,752 ; Colorado,  $42,050 ; Wash- 
ington, $38,000;  Arizona,  $38,000;  Vir- 
ginia, $31,153;  Florida,  $28,760;  Alabama, 
$23,478;  Maine,  $23,200;  Alaska,  $22,500; 
Mississippi,  $18,240;  South  Carolina,  $15,- 
000;  Nebraska,  $14,800;  New  Mexico, 
$12,700;  Rhode  Island,  $12,617;  South 
Dakota,  $12,000;  Vermont,  $11,800;  Mon- 
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lana,  $u,357;  Utah,  $11,030;  West  Vir- 
ginia, $11,000;  Wisconsin,  $9,998;  Dela- 
ware, $0,200;  SoLitli  Dakota  $2,000. 

The  amount  embezzled  per  capita  was 
greatest  in  California  where  the  rate  was 
$1.28  per  1,000  of  population.  The  best 
state  was  Wisconsin,  where  the  stealings 
average  only  i-ioo  of  i per  cent  of  popu- 
lation. 


A LITTLE  GAME  OF  DRAW. 


BV  SEYMOUR  WALTON,  A.  B.,  C.  P.  A. 

Poker  has  been  called  onr  national  game. 
Itovould  be  difficult  to  determine  to  what 
an  extent  this  is  true,  but  it  would  seem 
not  to  be  much  of  an  exaggeration  when  we 
think  how  many  of  its  terms  are  constantly 
on  our  lips.  A great  politician  advises  his 
party  to  “stand  pat,”  and  does  not  find  it 
necessary  to  explain  his  meaning.  The 
mayor  of  our  second  city  writes  an  article 
for  a prominent  periodical  about  “four 
flushing”  in  legislation,  confident  that 
nearly  everyone  will  understand  his  anal- 
ogy. At  almost  every  turn  we  meet  such 
expressions  with  no  attempt  at  explanation, 
for  none  is  needed. 

This  is  not  a sermon  on  the  wickedness 
of  gambling.  The  morality  of  poker  may 
be  left  to  the  individual  conscience  of  each 
man  as  far  as  that  man  is  individually  con- 
cerned. But  there  is  a phase  of  the  sub- 
ject that  is  very  often  brought  to  the  atten- 
tion of  the  public  accountant  and  that  doe.s 
not  seem  to  be  sufficiently  considered  by 
the  average  business  man  ; the  influence  of 
the  game  on  the  young  men  who  are  in 
positions  of  responsibility.  When  the  ac- 
countant discovers  defalcations  in  the  ac- 
counts be  is  examining,  he  knows  almost 
to  a certainty  that  they  are  caused  by  poker 
or  some  other  form  of  gambling.  The 
young  men  in  charge  of  cash  or  in  other 
positions  of  trust  have  heard  their  friends 
talking  of  the  money  won  in  these  “little 
games,”  have  overheard  their  emplovers 


making  an  appointment  for  “a  (juiet  ses- 
sion,” have  ])crhaps  filed  in  their  cal)incts 
letters  referring  to  a proposed  game.  They 
hear  only  of  the  winnings,  seldom  of  the 
losses,  and  when  they  arc  requcstctl  to  “sit 
in”  some  evening,  they  feel  justified  in 
doing  what  everyone  else  does,  and  they 
take  the  first  step  in  what  may  be  their 
downward  career.  It  is,  of  course,  not  true 
that  every  young  man  who  plays  a “gentle- 
man’s game”  is  on  the  high  road  to  ruin, 
l)ut  it  is  true  that  he  is  placing  himself  in 
very  dangerous  pro.ximity  to  the  entrance 
to  it.  The  steps  are  too  familiar  to  need 
more  than  passing  mention.  A bad  run  of 
luck  exhausts  the  player’s  own  resources, 
he  “borrows”  of  his  employer  with  the  ex- 
])ectation  of  soon  winning  enough  to  repay 
him  and  at  the  same  time  to  put  himself  in 
funds  to  continue  his  game.  Further  ill 
luck  leads  to  further  loans  from  the  uncon- 
scious employer,  until  the  unfortunate 
young  man  is  so  deeply  in  the  toils  that  he- 
becomes  reckless  and  attempts  to  recoup 
his  losses  by  deeper  plunges  or  by  specula- 
tion on  the  Stock  Exchange,  ending  at  last 
in  disgrace  and  ruin. 

We  see  a few  of  these  cases  mentioned 
in  the  newspapers,  but  every  accotmtant 
knows  that  only  a very  small  fraction  of  the 
defalcations  is  ever  made  public.  There  are 
men  walking  the  streets  of  our  large  cities 
to-day  who  have  been  defaulters  for  very 
large  amounts  and  no  one  knows  a word  of 
it  except  themselves,  their  employers  and 
some  accountant.  There  are  various  rea- 
sons for  keeping  such  things  quiet,  reasons 
good  or  bad,  with  which  we  are  not  now 
concerned,  but  the  fact  remains  that  they 
are  operative  in  about  ninety-five  per  cent 
of  the  cases. 

As  every  business  man  is  obliged  to  trust 
his  employes  to  a greater  or  less  extent, 
it  becomes  a matter  of  importance  to  locate 
the  responsibility  for  this  condition  of  af- 
fairs. It  is  easy  to  blame  the  poor  mis- 
guided fool  who  allows  himself  to  be  drawm 
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into  the  net  that  will  eventually  close  around 
him,  hut  those  who  know  the  circumstances 
best  know  that  he  is  often  more  to  he  pitied 
for  his  weakness  than  hlamed  for  his  crime. 
He  is  usually  young  and  easily  led  and  does 
not  often  realize  the  tendency  of  his  acts, 
lie  is  accustomed  to  look  upon  his  em- 
ployer as  a man  whose  example  is  to  be  fol- 
lowed if  his  success  is  to  be  duplicated,  and 
he  has  not  always  the  acumen  necessary  to 
distinguish  between  the  desirable  features 
of  the  example  before  him  and  those  which 
are  more  valuable  as  danger  signals  than 
as  guides. 

The  mature  man  of  business  has  no  such 
excuses  for  his  actions.  He  knows  per- 
fectly well  what  he  is  doing  and  deliberately 
indulges  in  a pastime  which  entails  on  him 
consequences  that  he  can  afford  to  ignore, 
but  which  also  places  him  in  a very  un- 
fortunate light  before  those  who  are  more 
or  less  affected  by  his  example.  His  em- 
ployes are  sure  to  know  his  habits  and  to 
reason  that  if  he  can  retain  his  position  in 
the  business  and  social  world  in  spite  of 
them,  there  will  he  no  very  great  harm  if 
they  follow  in  his  footsteps. 

The  business  world  has  decided  that  it  has 
little  use  for  even  the  occasional  drinker, 
and  it  is  no  longer  good  form  to  invite  a 
new  acquaintance  to  the  nearest  saloon  to 
confirm  an  introduction.  It  is  far  more  im- 
portant that  the  business  man  should  frown 
upon  every  form  of  gambling,  and  the  first 
step  is  to  see  to  it  that  he  is  not  himself  set- 
ting a bad  example.  Let  him  refrain  from 
anv  form  of  card  playing  for  stakes,  how- 
ever small,  from  betting  on  horse  races  or 
hall  games,  as  well  as  from  all  kinds  of 
speculation  on  the  Stock  Exchange  and  the 
Board  of  Trade,  and  he  will  have  the  satis- 
faction of  knowing'  that  his  example  is  not 
leading  astray  any  young  man  who  is  ac- 
customed to  looking  up  to  him  as  a person 
whose  actions  are  to  be  imitated.  If  he 
is  at  all  the  right  kind  of  a man,  this  satis- 
faction will  far  outweiarh  the  loss  of  the 


little  excitement  gained  by  having  a i)er- 
sonal  interest  in  the  game  that  he  is  playing 
or  the  race  that  he  is  witnessing. 

OLD-FASHIONED  METHODS  NOT  PECULIAR 
TO  ENGLAND. 

There  has  l>een  a good  deal  said  latelv 
alx)ut  the  difficulty  of  introducing  new 
methods  into  English  offices  and  factories, 
much  of  which  is  doubtless  true.  Insular 
pride,  old-fogyism  and  other  epithets  are 
freely  indulged  in  by  American  writers  and 
speakers  to  designate  the  reluctance  of  our 
British  cousins  to  rush  into  new  and  un- 
tried paths.  Erom  their  remarks  it  would 
be  inferred  that  this  condition  was  peculiar 
to  England,  and  that  in  America  every  of- 
fice and  every  factory  was  up  to  date  in  all 
respects,  that  labor-saving  devices  had  but 
to  be  invented  to  meet  universal  acceptance, 
and  that  the  visitor  most  cordially  welcomed 
by  the  merchant  or  manufacturer  was  the 
man  who  came  to  show  him  how  to  impro^■e 
his  methods. 

Accountants  know  how  far  this  is  from 
being  the  true  condition  of  affairs.  Where 
one  man  welcomes  suggestions  in  regard  to 
his  office  methods,  there  are  scores  who  arc 
content  to  continue  in  the  time-hallowed 
ruts,  journalizing  their  sales  and  doing 
other  antique  things  simply  because  they 
have  always  done  them. 

If  you  ask  such  men  why  it  is  that  Eng- 
land has,  to  a certain  extent,  lost  her  com- 
mand of  the  world  markets,  they  will  be 
quick  to  tell  you  that  it  is  on  account  of  her 
refusal  to  adopt  modem  scientific  methods 
in  office  and  factory ; but  while  condemning 
her  slowness  in  sweeping  terms  they  do  not 
seem  able  to  realize  that  they  themselves 
are  guilty  of  the  same  shortsightedness  to 
at  least  a limited  degree.  Just  as  England 
allows  us  to  invade  its  markets  on  account 
of  our  better  methods,  these  mercliants  and 
manufacturers  are  allowing  their  competi- 
tors to  gain  an  advantage  over  them  by 
reason  of  tk.c  modern  svstems  of  accounts 
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tliat  cnal)le  them  to  ascertain  the  informa- 
tion in  regard  to  their  business  operations 
that  is  vital  to  their  success.  Old-fogyism 
is  not  confined  to  England,  l)y  any  means, 
and  it  is  not  less  deadly  in  its  residts  to  the 
individual  when  it  happens  to  be  American 
instead  of  British. 

When  an  old-established  bouse  fails  the 
reason  usually  g’iven  is  that  it  had  been 
unable  to  compete  with  younger  concerns. 
A critical  analysis  would  show  that  the 
}-onnger  houses  had  a clearer  grasp  of  their 
business  through  more  perfect  cost  systems 
and  other  methods  that  gave  them  accurate 
information  through  which  they  were  en- 
abled to  stop  leaks  or  to  develop  lines  that 
were  profitable,  leaving  the  unprofitable 
ones  to  the  older  concerns  that  had  no  such 
knowledge. 

In  old  days  we  used  to  think  a great  deal 
of  the  rule  of  three  in  arithmetic.  Follow- 
ing that  ancient'  rule  we  can  express  the 
situation  as  follows,  and  ask  our  slow-going 
American  to  solve  the  problem : 

As  American  enterprise  is  to  British  con- 
servatism, so  is  the  scientific  method  of  the 
up-to-date  man  to  the  crudities  of  his  old- 
fashioned  competitor.  If  the  latter  fails  to 
find  a satisfactory  answer,  be  will  be  wise 
to  consult  a certified  accountant  to  work 
out  a better  one  for  him.  If  he  does  not, 
the  probability  is  that  the  answer  will  he 
eventually  read  to  him  by  the  sheT'iff. 


THE  GLASGOW  MEETING. 

On  the  15th  of  March  the  Institute  of 
Accountants  and  Actuaries  in  Glasgow  will 
celebrate  the  fiftieth  anniversary  of  the 
grant  to  the  organization  of  a royal  charter. 
Invitations  have  been  received  by  the  va- 
rious societies  in  America  to  appoint  rep- 
resentatives. to  attend  the  meeting.  The 
Illinois  society  has  appointed  a representa- 
tive who  fully  expects  to  be  in  attendance, 
and  The  Auditor  anticipates  from  him  a 
very  faithful  report  of  the  proceedings. 


which  will  reach  our  readers  through  the 
.,\])ril  number.  The  growth  of  public  ac- 
countancy in  Great  Britain  bas  been  so  con- 
siderable, even  in  the  face  of  a conservatism 
that  sometimes  seems  to  actually  oppose 
progress,  that  American  accountants  have 
every  reason  to  hope  and  believe  that  on  the 
fiftieth  anniversary  of  the  passage  of  the 
first  C,  P,  A,  law  in  the  United  States  the 
profession  will  be  as  firmly  established  and 
as  fully  recognized  as  are  those  of  law, 
medicine,  engineering  or  architecture.  At 
that  time  there  will  probably  be  engaged  in 
the  practice  of  our  profession,  within  the 
territory  of  the  United  States,  not  less  than 
50,000  men.  This  prospect,  which  is  not 
overdrawn,  but  which  is  rendered  wholly 
probable  by  the  experience  of  our  British 
cousins,  should  be  an  inspiration  to  those 
of  us  who  will  hereafter  be  regarded  as  the 
pioneers  of  the  profession.  From  the  work 
already  done  we  are  justified  in  the  opinion 
that  the  interests  of  the  profession  are  in 
safe  hands,  and  that  future  generations  of 
accountants  will  properly  appreciate  the 
work  now  being  done  by  the  “pioneers.” 


WILKINSON,  RECKITT,  WILLIAMS  & CO. 

Announcements  have  been  received  stat- 
ing that  this  well-known  firm  will  continue 
under  its  old  name,  the  partners  being 
George  Wilkinson,  C.  P.  A.,  and  Ernest 
Reckitt,  C.  P.  A,  The  announcement  was 
made  necessary  by  the  death  of  the  lamented 
John  J.  Williams,  which  event  dissolved  the 
original  firm,  thus  rendering  a new  arrange- 
ment necessary.  The  Auditor  joins  with  a 
host  of  friends  in  wishing  this  firm  an  abun- 
dance of  prosperity. 


Our  accomplisbments  seldom  exceed  our 
aspirations.  Tf  we  would  do  great  things, 
we  must  aspire  to  great  things.  Ambition 
may  be  trulv  termed  the  parent  of  progress 
and  the  custodian  of  the  world’s  future. 


102 


TKe  Auditor 


THE  AUDITOR 

PUBLISHED  MONTHLY  BY  THE 

Illinois  Society  ol  Certified  Public  Accountants 

Subscription  Price  - $1.00  per  year  in  advance 

Single  Copies 10  cents 

Address  all  communications  to 

The  Auditor,  315  Royal  Insurance  Building, 

Chicago,  U.  S.  A. 

FEBRUARY,  1905. 


Articles  appearing  in  The  Auditor  are  not  to 
be  read  as  having  received  the  endorsement  of  the 
society,  but  are  to  be  taken  as  individual  express- 
ions of  opinion,  and  as  such  may  be  answered  in 
future  issues.  The  Editor  invites  contributions 
from  all  Accountants. 

Within  the  profession  there  is  consider- 
able interest  manifested  in  the  outcome  of 

the  negotiations  pending  for 
The  National  amalgamation  of  the  two 

national  organizations  into 
one.  It  is  believed  that  a national  or- 
ganization representing  all  the  accountants 
■of  the  whole  country  can  be  made  a pow- 
erful instrument  for  professional  advance- 
ment, and  the  consummation  of  the  plans 
heretofore  outlined  for  the  union  of  the 
two  organizations  referred  to  will  be  re- 
ceived with  great  satisfaction.  As  soon  as 
this  is  accomplished  provision  should  be 
made  for  the  engagement  of  a capable 
secretary  who  could  give  his  whole  time  to 
the  work  of  his  office,  and  a suitable  salary 
be  provided  for  him.  Both  of  the  present 
national  organizations  have  been  signally 
fortunate  in  the  character  of  men  chosen 
to  official  positions,  but  it  is  too  much  to 
ask  of  a secretary  that  he  serve  without 
compensation,  since  he  can  under  such  cir- 
cumstances only  discharge  the  duties  of  the 
position  by  sacrificing  his  personal  inter- 
ests. To  accomplish  most  for  the  profes- 
sion the  secretary  should  give  his  sole  at- 
tention to  forwarding  the  interests  of  the 
organization  he  is  serving,  and  this  is  only 
possible  where  an  adequate  salary  is  pro- 


vided. An  energetic  secretary  can  benefit 
the  profession  at  large  most  substantially. 
There  are  many  fields  of  activity  which 
may  be  opened  up  to  the  accountant  by  the 
well-directed  effort  of  an  active,  wide- 
awake secretary,  such  as  have  served  here- 
tofore and  are  serving  now,  but  such  ef- 
fort, to  be  effective,  must  not  be  handi- 
capped by  the  necessity  of  giving  only 
such  time  as  can  be  spared  from  the  fight 
with  the  wolf. 

The  article  by  Dr.  Kinley  in  this  issue 
of  The  Auditor  will  be  of  much  interest 
to  accountants,  expressing,  as 

ContHbutfon.  opinion  of  an 

able  educator  of  the  mental 
training  needed  as  a preparation  for  enter- 
ing the  profession.  There  are  few  who 
will  not  admit  that  the  profession  has  been 
too  much  in  the  hands  of  men  who  entered 
it  more  by  accident  than  design,  and  that 
its  recognition  has  been  retarded  by  this 
fact.  As  accountancy  becomes  more  fully 
recognized  as  a profession,  its  standard 
must  be  raised  and  only  those  admitted  to 
it  who  are  equipped  to  maintain  that  stand- 
ard, however  high  it  may  be  placed.  The 
young  man  who  is  considering  accountancy 
as  his  life  work  should  read  Dr.  Kinley’s 
article  more  than  once,  and  determine  to 
follow  the  suggestions  therein  contained. 
The  time  needed  in  college  will  be  paid 
for  many  times  over  by  the  superior  mental 
equipment  secured. 

A correspondent  asks  us  to  define 
“Good  Will”  and  give  a rule  for  the  deter- 
mination of  its  value.  It  is 
not  difficult  to  define  Good 
\\’ill,  but  it  would  be  foolish 
to  attempt  to  prescribe  a hard  and  fast 
rule  for  the  determination  of  its  value. 
Good  Will  represents  the  earning  capacity 
of  a business  over  and  above  a fair  return 
on  the  capital  invested.  The'  question  of 
what  is  a fair  return  on  the  capital  in- 
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vested  is  one  llial  must  be  detenniiied  by 
the  circumstances  surrounding  each  indi- 
vidual case.  Manifestly  what  would  be 
considered  a fair  return  on  the  capital  in- 
vested in  a sugar  refinery  could  not  be  so 
regarded  in  the  case  of  an  automobile  fac- 
tory, for  the  reason  that  the  output  of  the 
one  is  a staple  product,  the  market  for 
which  is  practically  unlimited,  and  the 
necessary  machinery  for  which  is  devel- 
oped almost  to  perfection,  while  in  the 
case  of  the  other  the  output  is  a luxury 
w ith  a limited  market,  susceptible  of  being 
greatly  reduced  in  value,  if  not,  indeed, 
made  wholly  worthless  by  inventions  of 
superior  merit,  while  the  machinery  neces- 
sary for  the  production  of  the  output  is 
likewise  in  danger  of  becoming  obsolete 
through  improvement.  It  is  very  evident, 
therefore,  that  a fair  return  on  capital  in- 
vested in  manufacturing  automobiles  would 
represent  a much  higher  percentage  of 
gain  than  would  be  the  case  with  capital 
employed  in  refining  sugar.  In  the  one 
case  capital  would  require  an  extra  return 
for  the  greater  hazard  to  which  it  is  ex- 
posed. This  element  of  hazard  to  invested 
capital  is  one  that  must  be  reckoned  with 
and  considered  in  arriving  at  what  consti- 
tutes a “fair  return.” 

After  settling  this  question  the  determi- 
nation of  the  value  of  Good  Will  as  an  as- 
set will  still  require  very  careful  considera- 
tion. The  first  thing  to  consider  is  how 
permanent  may  be  the  earning  capacity 
of  the  business  without  renewed  effort  to 
advance  or  even  sustain  it.  If  the  earning 
capacity  of  a business  is  due  to  the  un- 
usual skill  or  ability  of  its  manager,  the 
chance  of  the  loss  of  his  services  must  be 
taken  into  account.  If  the  earning  capac- 
ity of  a business  is  attributable  to  the 
superiority  of  its  product  as  compared  with 
that  of  competitors,  the  question  presents 
itself.  How  long  may  the  enjoyment  of 
this  advantage  be  reasonably  anticipated  ? 
May  not  the  improvement  of  methods  in 


the  competing  plant  wi])c  out  this  advan- 
tage in  a day?  There  are  many  lines  of 
business  where  the  element  of  Good  Will 
is  not  to  be  considered  as  of  value  under 
any  circumstances.  Particularly  is  this 
true  in  cases  where  staples  are  produced 
and  where  the  test  of  their  quality  is  made 
by  well-known  standards.  There  are  also 
lines  of  business  in  which  Good  Will  rep- 
resents practically  their  sole  value.  Take 
the  instance  of  a live  stock  commission 
business,  in  which  for  ten  years  the  earn- 
ings averaged  annually  $55,000  and  the 
total  investment  did  not  amount  to  $2,000. 
To  the  owners  of  this  business  the  Good 
Will  was  worth  a half  million  dollars,  but 
their  successors  might  have  found  it  worth 
very  little,  because  of  the  element  of  per- 
sonality, which  is  such  an  important  factor 
in  this  line.  From  these  observations  our 
correspondent  will  understand  that  his  in- 
quiries cannot  receive  a definite  reply,  sus- 
ceptible of  general  application. 

We  hear  the  hope  frequently  expressed 
that  the  officials  of  the  Federation  will  not 

Privileged  necessity  for 

Communica-  legislation  in  the  several 
states,  the  effect  of  which  will 
be  to  give  information  gained  by  an  ac- 
countant of  his  client’s  affairs  the  character 
of  a privileged  communication.  As  the 
services  of  public  accountants  are  more 
freely  used,  the  necessity  of  this  legislation 
becomes  more  and  more  apparent.  The 
idea  that  a business  man  cannot  retain  ac- 
countants to  investigate  his  private  affairs 
and  put  them  in  order  without  taking  the 
chance  that  some  competitor,  or  personal 
enemy,  will  trump  up  litigation  and  subpoena 
the  accountants  and  compel  them  to  disclose 
their  findings  is  repugnant  to  every  man’s 
sense  of  justice  and  fairness.  That  so  far 
no  disastrous  results  have  been  experienced 
from  this  condition  of  affairs  proves  that 
accountants  have  been  exceedingly  loyal 
and  discreet,  but  matters  of  such  impor- 
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tance  should  not  be  permitted  to  rest  solely 
on  professional  loyalty  and  discretion.  Both 
the  public  and  the  accountant  should  be 
protected  by  law,  as  is  done  in  the  case  of 
attorneys  who  receive  information  of  their 
client’s  affairs  in  a professional  capacity. 
A measure  of  the  kind  proposed  would 
surely  result  in  benefit  to  the  profession  and 
it  .should  be  pushed. 

In  another  column  is  published  the  sta- 
tistics of  embezzlements  in  the  United 
States  during  1904,  as  com- 
The  piled  by  a prominent  surety 

Embezzlers,  company.  We  present  these 

figures  for  the  consideration  of  the  busi- 
ness public,  to  the  end  that  the  prevalence 
of  this  class  of  crime  may  be  properly  ap- 
preciated. It  should  be  borne  in  mind, 
however,  that  these  embezzlements  repre- 
sent only  those  which  have  come  to  light, 
and  do  not  include  those  instances  which 
for  some  reason  or  other  were  not  given 
publicity.  It  is  probably  true  that  one-half 
of  the  discovered  embezzlements  are  never 
made  public,  so  that  $15,000,000  would 
more  nearly  represent  the  actual  amount 
embezzled.  The  figures  dealt  with  neces- 
sarily relate  to  those  embezzlements  which 
have  resulted  in  discovery.  To  account- 
ants, however,  by  far  the  most  interesting 
embezzlements  are  those  which  have  not 
yet  been  discovered,  of  which,  in  the  na- 
ture of  things,  there  must  be  a vast  num- 
ber. It  is  a queer  circumstance  that  many 
business  houses  do  not  have  their  books 
audited  because  they  have  so  much  confi- 
dence in  the  man  or  men  who  have  the 
custody  of  funds  or  securities.  There  are 
few  instances  of  embezzlement  by  any  other 
than  those  holding  confidential  posi- 
tions, because  those  who  are  not  trusted 
are  given  no  opportunity  to  embezzle. 

The  fact  that  confidence  is  reposed  in  an 
employe  becomes,  therefore,  an  argument 
in  favor  of  having  his  accounts  audited 
rather  than  an  argument  against  that 


procedure.  The  great  struggle  going  on 
in  this  country  for  wealth,  and  the  power 
which  wealth  confers,  does  much  to  induce  ! 
embezzlement,  while  the  temptations  spread  , 
before  employes  to  avail  themselves  of 
pleasures  more  expensive  than  they  can 
afford  is  probably  even  a stronger  induce- 
ment to  dishonesty.  But  whatever  the  in-  j 
ducement,  the  stubborn  fact  remains  that  | 
trusted  employes  will  steal,  and  it  behooves 
the  careful  business  man  to  recognize  this 
fact  and  take  steps  to  protect  his  property 
against  the  peculations  of  the  employe  and 
at  the  same  time  protect  the  employe  from 
his  own  weakness  or  cupidity. 

It  is  well  known  that  embezzlements  j 
seldom  occur  in  establishments  that  are  j 

regularly  audited  by  public  accountants,  J 
and  when  they  do  occur  they  represent  j 
only  a small  amount  compared  with  the  | 

sums  taken  from  houses  not  similarly  pro-  * 
tected.  The  employe  knows  that  his  day  ] 
of  reckoning  will  come  when  the  accounts 
are  audited  and  he  generally  refrains  from 
stealing,  Ijeing  in  wholesome  fear  of  dis- 
covery and  the  consequences  thereof.  If 
an  employe  whose  accounts  are  regularly 
audited  does  fall  from  grace  it  will  be 
found  that  he  has  only  taken  an  amount 
equal  to  what  he  believed  he  eould  easily 
replace.  In  some  cases,  of  course,  it  will 
be  found  that  the  employe  has  bolted  with 
all  he  could  lay  hands  on,  but  even  this  is 
a better  condition  than  the  long-drawn-out 
period  of  peculation,  extending  frequently 
over  a term  of  many  years,  which  is  en-  j 
countered  in  those  establishments  where  no  ' 
auditor  has  ever  been  engaged.  The  surety  | 
companies  are  probably  the  best  authorities  ^ 
on  the  cause  and  prevention  of  embezzle-  j 
ments,  and  as  every  fidelity  bond  issued  by  | 
them  contains  a provision  that  the  ac-  J 
counts  of  the  bonded  employe  are  to  be 
periodically  audited,  it  needs  no  further  , 

remark  to  make  plain  what  the  surety  , 

companies  think  of  auditing  as  a preventa-  | 
tive  of  embezzlements.  * 
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PRELIMINARY. 

Among  the  objects  for  which  the  School 
of  Commerce,  Accounts  and  Finance  was 
established,  not  the  least  important  is  the 
training  of  its  stu- 
dents in  the  principles 
of  commercial  science, 
and  in  the  subjects  re- 
quired for  the  exami- 
nation for  the  degree 
of  Certified  Public 
Accountant,  prepara- 
tory to  practical  work 
as  professional  ac- 
countants. The  value 
of  such  a training 
for  future  members  of 
that  profession  can 
hardly  be  overesti- 
mated as  a means  of 
raising  its  standard  to 
the  level  already  at- 
tained in  England  and 
Scotland,  where  the 
profession  ranks  in 
importance  with  those  of  law  and  medicine. 

ACCOUNTANCY  AS  A PROFESSION. 

In  this  country  it  is  still  struggling  for 
recognition,  and  the  general  public  are  only 
beginning  to  realize  its  value  to  the  invest- 
ing and  business  community.  The  idea  is 
still  largely  prevalent  that  a public  account- 


ant is  merely  an  expert  bookkeeper,  and 
that  his  duties  consist  mainly  of  writing  up 
and  balancing  books  of  account,  and  check- 
ing the  arithmetical  accuracy  of  the  figures 
in  statements  of  earn- 
ings or  balance  sheets, 
and  yet  such  duties, 
and  the  qualifications 
necessary  the  r e f o r , 
form  only  a small  frac- 
tion of  those  required 
of  the  successful  prac- 
ticing public  account- 
ant. His  services  are 
mainly  of  value  in  re- 
lation to  problems  in- 
volving a thorough 
knowledge  of  the  prin- 
ciples of  commerce, 
finance  and  law,  and 
in  the  application  of 
these  principles  to  any 
given  series  of  facts 
disclosed  by  the  exam- 
ination, not  merely  of 
the  books  of  account,  but  of  the  original 
transactions  which  these  books  should 

record.  In  other  words,  the  public 

accountant  is  a skilled  investigator,  who 
is  continually  applying  his  wide  train- 
ing and  experience  to  the  ascertainment  of 
facts  from  any  material  to  which  he  can 
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obtain  access,  while  the  bookkeeper,  or  ex- 
pert bookkeeper,  merely  ascertains  such 
facts  as  may  be  recorded  in  his  books  or 
records  in  his  books  such  facts  as  have 
been  ascertained  for  him  by  others. 

Accounting-  problems  may,  therefore,  be 
divided  into  two  groups : 

1.  Bookkeeping,  being  either  those  which, 
deal  with  the  correct  method  of  recording 
any  given  set  of  facts,  or  those  which  in- 
volve a correct  interpretation  of  the  facts, 
Avhich  have  been  so  recorded,  and 

2.  The  more  difficult  and  important  ones 
of  ascertaining  upon  a proper  interpreta- 
tion of  legal  and  other  documents,  and 
upon  sound  commercial  or  financial  prin- 
ciples, the  actual  facts  which  have  to  be 
or  should  have  been  recorded  in  the  books. 

BOOKKEEPING  PROBLEMS. 

The  first  class  of  problems  resolves  itself 
into  a thorough  appreciation  of  the  ele- 
mentary principles  forming  the  basis  of 
double  entry  bookkeeping,  and  while  you 
are  all  probably  familiar  with  these  prin- 
ciples, they  are  at  the  same  time  so  impor- 
tant to  a quick  solution  of  purely  book- 
keeping difficulties,  that  it  may  be  well  to 
repeat  shortly  here  the  following  funda- 
mental rules : 

1.  “A”  is  a debtor  to  “B”  for  whatever 
in  commodities,  facilities  or  services  he  re- 
ceives from  “B.” 

2.  “A”  is  a creditor  of  “B”  for  whatever 
in  commodities,  facilities  or  services  he  de- 
livers to  “B.” 

3.  Every  transaction  involves  a receipt 
by  “A”  and  a delivery  by  “B,”  or  vice 
versa. 

By  convention  also ; 

4.  The  consumption  or  destruction  of 
anything  of  value  is  treated  as  a delivery 
of  that  thing  to  an  inanimate  or  nominal 
account  describing  the  operation,  and 

5.  The  production  or  origin  of  some- 
thing of  value  is  treated  as  a receipt  of  that 
thing  from  an  inanimate  or  nominal  ac- 


count, describing  the  process  which  has 
originated  it. 

The  thorough  understanding  of  these 
principles  and  their  application  to  every 
transaction,  remembering  always  that  the 
transfer  of  anything  of  value  from  one  per- 
son to  another,  or  from  one  operation  to 
another,  constitutes  a transaction,  will 
solve  the  most  complicated  bookkeeping 
question  that  can  be  devised.  Your  atten- 
tion is  called  to  these  somewhat  elementary 
matters  in  order  that  )'Ou  mav  judge  from 
a consideration  of  the  more  important  ac- 
counting problems  with  which  this  lecture 
more  particularly  deals,  to  what  an  extent 
accountancy  science  differs  from  bookkeep- 
ing science,  and  may  thus  appreciate  that 
while  an  accountant  must  be  a good  book- 
keeper, a bookkeeper  may  easily  be  inca- 
pable of  becoming  an  accountant. 

ORGANIZATION  ACCOUNTANCY. 

Turning  then  to  the  main  purpose  of  this 
lecture,  it  will  be  useful  first  to  consider 
some  of  the  important  questions  involved 
in  opening  the  books  of  a new  corporation. 

The  basis  in  this  case  is  the  articles  of  in- 
corporation and  by-laws  of  the  corpora- 
tion. These  documents  must  be  carefully 
studied,  and  all  provision  therein,  in  any- 
way relating  to  the  property  to  be  acquired 
or  the  financial  conduct  of  the  business, 
must  be  carefully  noted.  There  will  in 
many  cases  be  agreements  or  contracts  for  " 
the  purchase  of  some  business  concern, 
manufacturing  or  otherwise,  and  out  of  the 
provisions  of  such  contracts  difficult  ac- 
counting questions  may  arise.  These  ques-  ^ 
tions  are  the  same  in  the  case  of  a firm  j 
as  in  the  case  of  a corporation,  and  the  j 
same  principles  are  involved,  but  inasmuch  . 
as  a firm,  with  the  consent  of  the  individual 
partners,  is  not  as  between  those  partners 
bound  by  any  principles,  either  of  law  or 
accountancy,  as  is  a corporation,  it  will  be 
convenient  to  assume  throughout  that  the 
latter  is  under  consideration. 
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The  assumed  facts  are  as  follows:  A 

corporation  is  formed  on  January  i, 
with  an  authorized  capital  of  $i,oDO,ooo, 
for  the  purpose,  amons  other  thins^s,  of 
purchasing'  a manufacturing  business  as  a 
going  concern.  The  contract  Iictwecu  the 
corporation  and  its  promoters,  dated  Janu- 
ary T,  igoi,  provides  that  the  business  to 
he  purchased  shall  be  taken  over  as  from 
Inly  I,  1900,  and  that  interest  on  the  ])nr- 
chase  money  of  $900,000  shall  be  paid  to 
the  venders  in  lien  of  profits,  which  may 
have  been  earned  from  July  i up  to  the 
date  of  completion  of  the  purchase.  The 
balance  sheet  submitted  to  the  pnrcha.s-ers 
as  of  Jnlv  T,  1900,  and  accepted  by  them 
as  the  basis  of  the  contract,  shows  the  fol- 
lowing figures  extracted  from  the  books; 


Capital  Assets — 


Land  

$ 30,000 

Buildings  

90.000 

Fixed  plant  and  machin- 

erv  

. 180,000 

Loose  tools 

25.000 

Current  Assets — 

Inventories  of  manufac- 
tured products,  stores 
and  material  on  hand. $125, 000 


Accounts  receivable.  . . . 90,000 

Cash  10,000 


$225,000 

Less  Current  Liabilities — 

For  accounts  payable.  . . 25.000  $200,000 


Total  Assets  after  deducting  lia- 
bilities   $525,000 

The  books  also  show  that  the  profits  for 
the  three  years  ending  July  i,  1900,  have 
averaged  $75,000  per  annum,  and  after  the 
purchase  has  been  completed  under  the 
contract,  it  is  ascertained  that  the  profits 
from  July  i,  1900,  to  January  i,  1901, 
have,  according  to  the  books  kept  by  the 
vendors,  amounted  to  $50,000,  and  that 
during  those  six  months  a sum  of  $20,000 


was  distributed  among  the  partners  or 
stockholders  of  the  vendor  concern.  I'he 
total  assets  to  be  accpiircd  amounting  to 
$525,000,  and  the  purchase  money  to  $900,- 
000,  the  difference,  namely,  $375,000,  might 
at  first  sight  be  taken  to  represent  the  value 
of  the  good-will  of  the  business  purchased, 
being  the  equivalent,  it  will  be  seen,  of 
five  years’  purchase  of  lire  average  profits, 
and  it  is  (piite  probable  that  this  was  the 
actual  basis  of  the  contract. 

It  is  no  exaggeration  to  say  that  in  the 
majority  of  such  cases  as  that  here  given, 
the  books  of  the  new  corporation  would 
have  been  opened  as  of  July  i,  1900,  on  the 
basis  of  that  balance  sheet,  and  profits 
earned  during  the  next  six  months,  after 
deduction  of  the  interest,  amounting  to 
.$22,500,  as  provided  in  the  contract,  would 
be  treated  as  its  profits.  But  a little  consid- 
eration will  show  that  this  is  not  a correct 
basis  of  facts  for  opening  the  books  of  the 
new  company.  To  begin  with,  the  com- 
pany did  not  come  into  existence  until  Jan- 
uary I,  1901,  and  as  it  obviouslv  cannot 
acquire  property  before  its  existence,  it  is 
clear  that  what  it  has  really  purchased  is 
not  the  property  as  it  was  at  July  i,  1900. 
but  as  it  was  at  the  date  of  the  contract  to 
purchase,  which  happens  also  to  be  that 
of  the  formation  of  the  company,  viz.,  Jan- 
uary I.  1901.  Moreover,  the  contract  pro- 
vides for  the  purchase  of  the  assets  with 
the  addition  of  profits  earned  for  the  pre- 
ceding six  months,  and  the  purchase  money 
was  correspondingly  larger  than  it  would 
otherwise  have  been.  The  profits  so 
earned,  less  the  sum  of  $20,000  distributed, 
have  presumably  remained  in  the  business, 
and  the  surplus  assets  will,  therefore,  have 
increased  by  $30,000  during  that  period. 
This  increase  may  be  represented  either  by 
additional  construction  expenditure  made 
during  that  period,  or  by  increased  current 
assets,  or  by  both,  and  there  will  probably 
also  be  a variation  in  the  current  liabilities. 
The  interest  due  to  vendors  up  to  January 
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I,  1901,  exceeds  the  profits  withdrawn  by 
$2,500,  which  is,  therefore,  a liability  on 
that  date,  so  that  the  new  corporation  is 
actually  getting  in  property  of  one  kind  or 
another  $27,500  more  than  it  would  have 
got  if  the  contract  had  not  provided  for  its 
acquisition  of  the  profits  accrued  during 
this  six  months.  It  may  be  assumed,  there- 
fore, that  the  purchase  price  of  $900,000  is 
greater  by  this  amount  than  it  would  have 
been  if  the  accrued  profits  which  are  re- 
turned to  the  corporation  when  it  obtains 
possession  of  the  property  had  not  been  ac- 
quired, or,  in  .other  words,  that  the  price 
which  it  actually  pays  for  the  good-will  is 
not  $375,000,  but  $347,500. 

The  important  point  to  be  noted  here  is 
that  the  interpretation  of  the  contract  de- 
pends partly 

(a)  Upon  its  date, 

(b)  Upon  the  date  of  the  statement  of 
the  position  of  the  business  purchased, 
which  formed  the  basis  of  the  agreed  pur- 
chase price,  and 

(c)  Upon  the  date  of  formation  of  the 
corporation. 

A corporation  cannot  earn  profits  when 
it  is  not  in  existence ; if,  therefore,  it  in  any 
wav  acquires  profits  which  were  earned  be- 
fore the  date  of  its  formation  it  must  in 
some  way  have  purchased  them,  as  the 
alternative  supposition  of  a free  gift  hardly 
needs  consideration.  Its  subsequent  re- 
ceipt of  the  assets  representing  these  profits 
can,  therefore,  only  be  a return  of  part  of 
this  purchase  money.  If,  however,  the 
company  had  been  incorporated  on  July  i, 
1900,  and  a contract  had  been  made  on  the 
same  date  and  on  the  basis  of  the  July  i 
balance  sheet,  with  a provision  that  the 
business  should  not  actually  be  taken  over 
until  January  i,  1901,  then,  clearly,  after 
July  I,  1900,  the  business  is  being  carried 
on  for  the  benefit  of  the  corporation,  and 
the  accruing  profits,  less  interest,  amount- 
ing to  $22,500,  are  clearly  profits  of  the 
corporation.  Rut  under  the  conditions  as- 


sumed to  exist,  it  would  seem  perfectly 
clear  that  the  profits  in  question  are  merely 
a return  to  the  corporation  of  part  of  its 
own  assets,  and  not  in  any  sense  a profit. 

And  yet  there  is  considerable  contention 
at  the  present  time  over  this  apparently 
simple  point.  Where  a corporation  has 
purchased  property  at  an  agreed  price,  and 
the  vendors  have  further  undertaken  to 
provide  a certain  sum  in  cash  for  working 
capital,  lawyers  have  maintained  that  this 
sum  so  provided  is  a profit  to  the  corpora- 
tion and  can  be  used  for  the  payment  of 
dividends.  But  vendors  are  men  of  busi- 
ness, and  it  is  not  their  practice  to  give 
something  for  nothing.  A contract  must 
be  assumed  to  be  the  result  of  a bargain 
between  purchaser  and  seller,  and  what- 
ever the  purchaser  is  to  receive  under  the 
contract  must  be  set  ofif  exactly  against 
what  the  vendor  is  to  receive.  It  is  diffi- 
cult to  believe  that  if  such  a contract 
formed  the  subject  of  legal  proceedings  any 
other  view  could  be  taken  than  that  the 
so-called  gift  for  working  capital  was 
merely  a return  to  the  purchaser  of  a por- 
tion of  his  purchase  money,  and  should  be 
so  treated  in  the  accounts.  If  the  reverse 
principle  were  upheld  the  sum  of  $27,500 
in  our  hypothetical  case  would  be  treated  • 
as  a clear  profit  to  the  corporation,  dis-  • 
tributable  in  dividends ; thereby  it  would 
seem  returning  to  the  stockholders  a por-  ' 
tion  of  the  subscribed  capital. 

Having  disposed  of  this  important  pre- 
liminary point,  it  is  now  clear  that  the  fig-  1 
ures  of  assets  and  liabilities  at  July  i,  1900,  ; 

are  not  a proper  basis  for  opening  the  1 

books  of  the  new  corporation,  and  that  a ! 

fresh  balance  sheet,  as  at  January  i,  must  • 

be  prepared.  On  being  advised  to  this  '• 

effect,  the  officers  decided  on  February  28  ' 

to  have  a revaluation  made  of  all  the  com- 
panies’ assets,  having  reason  to  doubt  the 
accuracy  of  the  July  balance  sheet.  It 
may  be  remarked  that  the  accuracy  of  this 
balance  sheet  had  surelv  been  substantiated 
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on  behalf  of  the  corporation  before  the  con- 
tract for  purchase  had  been  entered  into. 
But  you  will  perhaps  he  surprised  to  hear 
that  such  contracts  are  still  frequently  made 
for  large  sums,  relying  entirely  on  state- 
ments of  financial  position  furnished  by  the 
vendors,  who,  without  any  intent  to  de- 
ceive, will  naturally  make  the  best  show- 
ing they  can,  or  may  even  be  deceived  by 
errors  of  principle  made  by  their  own  sub- 
ordinates. The  insistence  on  the  part  of 
the  purchasers  of  an  impartial  investiga- 
tion of  all  such  statements  by  public  ac- 
countants before  the  contract  was  entered 
into  would  certainly  save  large  sums  of 
money  to  future  stockholders. 

In  our  case  it  is  assumed  that  no  inves- 
tigation was  made,  and  fortunately  for  the 
stockholders,  the  results  of  the  revaluation 
prove  that  they  have  got  a better  bargain 


than  they  thought,  as  the  following  state- 
ment as  at  February  28,  1901,  shows: 
Capital  Assets — 


Land  $ 50,000 

Buildings,  etc 100,000 

Fixed  plant  and  machin- 
ery   200,000 

Loose  tools 30,000 

$380,000 


Current  Assets — 

Inventories  and  manufac- 
tured products,  stores  . 
and  material  on  hand. $120,000 

Accounts  receivable 100,000 

Cash  25,000 

245,000 

Less  Current  Liabilities — 

For  accounts  payable... $ 20,000  $225,000 


(To  be  Continued).  $60.5,000 


SYSTEM  FAILURES 


BY  WILLIAM  H.  ROBERTS,  C.  P.  A. 


This  is  easily  a larger  subject  than  how 
to  succeed  in  system  designing,  for  in  no 
line  of  professional  work  are  there  more 
ways  to  go  wrong  or  greater  difficulty  in 
knowing  them  in  advance. 

In  the  first  place,  there  is  the  failure  of 
the  system  which  is  never  designed — the 
failure  to  convince  a prospective  client 
either  that  he  needs  the  work,  that  he 
needs  it  now,  that  he  can  afford  the  cost, 
or,  to  “get  personal,”  that  you  are  the  one 
who  can  solve  his  problems  and  remove  his 
difficulties. 

The  man  who  is  conducting  business 
along  old-fashioned  lines  is  probably  one 
of  those  men  who  cheerfully  admits  that  he 
doesn’t  personally  “know  anything  about 
bookkeeping,”  in  a tone  which  indicates  his 
complacency  in  the  opinion  that  his  talents 
are  of  a much  higher  order,  but  who  will 
tell  you  in  the  same  breath  that  he  has  a 


“first-class  bookkeeper,  the  equal  of  any, 
who  has  been  in  the  house  twenty  years 
or  so.” 

This  type  of  employer  probably  is  not  ca- 
pable of  seeing  the  ridiculous  contradiction 
which  these  two  statements  involve. 

He  can  form  some  judgment  as  to  the 
ability  of  a mechanic  or  salesman  without 
being  able  himself  to  duplicate  their  work, 
but  with  the  bookkeeper  it  is  very  different. 

Such  an  employer  has  to  accept  quality, 
quantity  and  results  of  the  bookkeeper’s 
work  at  the  bookkeeper’s  own  valuation 
and  often  with  serious  consequences. 

The  following  actual  occurrence  will  il- 
lustrate one  of  the  numerous  ways  in  which 
this  sort  of  employer  may  be  a party  to 
a failure. 

A certain  bookkeeper  approached  a well- 
known  public  accountant  recently,  with  a 
request  for  assistance  in  locating  his  errors. 
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admitting  that  Ids  books  had  been  out  of 
balance  for  several  months  with  a large  ap- 
parent shortage,  which  he  was  positive  did 
not  really  exist,  but  which  he  had  ex- 
hausted his  own  skill  in  trying  to  locate. 

The  accountant  agreed  to  do  the  work 
if  the  permission  of  the  employer  was  ob- 
tained, explaining  in  answer  to  pro- 
tests of  the  bookkeeper  that  he  did  not 
wish  his  employer  to  know  of  the  existing 
conditions,  that  the  books  belonged  abso- 
lutely to  the  employer  and  that  no  one  had 
the  right  to  see  them  without  his  consent. 

As  a compromise  it  was  finally  arranged 
that  the  accountant  should  call  on  the  em- 
ployer and  try  to  induce  him  to  have  an 
audit  on  general  principles,  with  the  result 
that  Mr.  Employer  refused  to  consider  an 
audit  as  anything  but  a waste  of  money, 
as  he  had  a “first-class  bookkeeper,  abso- 
lutely trustworthy,  and  who  never  failed 
to  get  a balance  promptlv  every  month.” 

The  bookkeeper  probably  continued  his 
search  for  an  accountant  with  less  scrupu- 
lous ideas  of  professional  ethics. 

This  bookkeeper,  like  many  others,  was 
floundering  in  a mire  of  complications,  the 
result  of  rapid  expansion  of  business  and 
an  antiquated  office  system,  and  neither  he 
nor  his  employer  really  appreciated  the 
fact,  nor  are  they  likely  to  do  so  until 
something  happens  to  bring  into  the  case 
an  up-to-date  public  accountant. 

There  is  no  more  deep-rooted  idea  in 
the  mind  of  the  old-style  business  man  than 
that  “no  outsider  can  come  in  here  and 
teach  me  anything  about  my  business,”  and 
in  spite  of  the  fact  that  he  long  ago  con- 
ceded the  necessity  for  an  architect,  the  me- 
chanical and  electrical  expert,  the  adver- 
tising manager  and  other  specialists,  he 
cannot  or  will  not  see  that  the  necessity 
for  special  treatment  is  even  greater  in  the 
office,  which  is  to  the  business  what  the 
brain  is  to  the  body. 

The  system  expert  who  interviews  such 
a possible  client  has  need  to  exercise  all 


his  tact  and  diplomatic  ability  to  avoid 
a premature  failure. 

Next  we  have  the  man  who  admits  that 
improvements  are  needed  and  who  tries 
to  work  out  something  himself,  partly  be- 
cause he  thinks  he  is  the  most  capable  per- 
son to  do  it,  and  partly  to  save  expense. 
He  gets  an  idea  from  some  friend  in  an- 
other line  of  business,  some  trade  paper 
or  “mail  order”  book,  and  proceeds  to  ex- 
periment, spending  much  time — his  own 
and  his  employes — and  producing  endless 
confusion  while  various  ways  are  tried  to 
cut  over  the  second-hand  scheme  to  fit,  with 
about  the  same  result  as  if  he  had  bought 
his  clothes  in  the  same  way — very  uncom- 
fortable, far  from  economical  in  the  long 
run  and  wholly  disappointing. 

Then  there  is  the  man  who  has  a 
good  general  knowledge  of  bookkeeping 
and  who,  like  the  other,  thinks  that 
no  help  can  be  expected  from  a “rank 
outsider,”  and  so  tackles  the  problem  him- 
self. Fair  results  may  sometimes  be 
reached  in  this  way,  if  he  has  nothing 
else  to  do  but  study  the  case  uninterrupt- 
edly, but  of  how  many  business  men  is  this 
true  in  these  swift  and  strenuous  times? 

The  constant  interruptions,  to  say  noth- 
ing of  the  fact  that  his  time  is  worth  too 
much  in  other  ways,  should  be  sufficient 
argument  against  this  idea,  since  success 
will  come,  if  at  all,  only  after  expensive 
trials,  and  it  may  well  be  doubted  if  any 
case  exists  of  system  making  by  an  “in- 
sider” where  the  services  of  a capable  spec- 
ialist would  not  have  saved  money  and 
brain  fag  as  well. 

Then,  of  course,  we  have  always  with  us 
the  man  who  would  like  to  see  things  im- 
proved if  it  didn’t  cost  anything,  but  then 
he  doesn’t  count — he  is  the  same  fellow 
who  does  not  have  audits  for  the  same  rea- 
son, or  if  he  does,  lets  the  work  to  the 
lowest  bidder. 

Still  another  sort  of  man  who  has  been 
hard  to  interest  in  the  past  is  the  fortunate 
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proprietor  or  manager  of  a business  in 
which  there  is  a large  margin  of  profit, 
since  he  is  not  in  danger  of  crossing  tliat 
invisible  line  between  a surplus  and  a de- 
ficit. Tbc  actual  saving  resulting  from 
application  of  a thorougb  system  in  such 
a business  is  sometimes  astonisbing,  one 
manufacturer  reporting  $20,000  saved  in 
six  months  and  another  claiming  that  one 
blank  alone  saved  in  a short  time  the  en- 
tire cost  of  the  system,  including  printing 
and  furniture. 

One  of  the  strangest  things  in  this  con- 
nection is  the  fact  that  a man  will  imitate 


his  com])ctitor  in  every  improvement  he 
possibly  can  except  in  his  cost  or  account- 
ing system. 

It  is  a common  remark  of  manufacturers 
who  have  emerged  from  darkness  by  means 
of  a scientific  office  organization,  that  it 
would  be  a grand  thing  for  all  concerned  if 
their  competitors  only  knew  as  much  about 
costs  as  they  might  and  should,  and  it  is 
a well  established  fact  that  ignorance  of 
this  first  essential  to  success  has  made  the 
history  of  American  manufacturing  one 
long  story  of  cut-throat  competition  and 
then — combination. 


THE  DUTIES  OF  PROFESSIONAL  ACCOUNTANTS  IN  CONNECTION 
WITH  INVESTED  CAPITAL  BOTH  PRIOR  TO  AND 
SUBSEQUENT  TO  THE  INVESTMENT 

BY  FRANCIS  W.  PIXLEY,  F.  C.  A.,  BARRISTER- AT-LAW. 

(Concluded  from  the  February  issue.) 


It  will  not  be  surprising,  however,  to 
those  who  are  aware  of  the  very  slow  prog- 
ress innovations  of  any  kind  make  on  the 
other  side  of  the  Atlantic  to  learn  that  al- 
though it  is  now  exactly  sixty  years  ago 
since  auditors  of  companies  were  recog- 
nized, and  were,  in  fact,  for  a short  time, 
compulsorily  enforced  on  companies  by  leg- 
islation, yet  at  no  time  have  any  qualifica- 
tions for  holding  the  office  ever  been  re- 
quired, except,  perhaps,  the  doubtful,  if  not 
actually  improper,  one  of  their  being  share- 
holders. In  those  cases  where  this  absurd 
requirement  was  imposed,  it  necessarily  fol- 
lowed that  in  order  to  obtain  an  auditor  the 
list  of  shareholders  had  to  be  scrutinized 
until  the  name  of  one  known  personally  to 
the  directors,  or  perhaps  the  secretary  or  the 
manager,  was  discovered.  The  person  thus 
selected  was  asked  to  undertake  the  duties 
without  any  effort  whatever  being  made  to 
ascertain  if  he  was  possessed  of  a single 
qualification  for  his  office,  and  many  of  you 
will  perhaps  be  surprised  to  learn  that  at 


the  present  moment  no  opposition  would  be 
raised,  or,  in  fact,  could  legally  be  raised, 
by  the  Board  of  Trade,  or  any  other  English 
government  department,  were  the  accounts 
of  our  largest  enterprises  to  be  intrusted 
to  the  audit  of  a person  unacquainted  with 
the  most  elementary  knowledge  of  book- 
keeping and  accounts.  In  making  this  state- 
ment I do  not  put  forward  a doctrine  that 
a perfect  knowledge  of  account  keeping  nec- 
essarily qualifies  the  possessor  to  efficiently 
perform  the  duties  of  auditors,  for  while  it 
is  absolutely  necessary  that  an  auditor 
should  be  possessed  of  a complete  knowl- 
edge of  bookkeeping,  both  generally  and 
as  applied  to  the  varieties  of  businesses 
whose  accounts  he  has  to  audit,  it  does  not 
follow  that  a man  capable  of  keeping  a set 
of  books,  or  superintending  the  bookkeeping 
staff  of  tbe  largest  commercial  concern,  pos- 
sesses the  qualifications  necessary  for  an 
auditor. 

In  the  same  way  that  a great  painter, 
sculptor,  or  writer,  need  not  be  a good  critic. 
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in  the  same  way  an  experienced  bookkeeper 
might  utterly  fail  in  the  performance  of  an 
audit  of  a much  less  important  concern  than 
the  one  whose  affairs  he  is  intrusted  with 
the  duty  of  recording.  An  auditor  is  a 
critic,  but,  different  to  the  painter,  sculptoj 
or  writer,  it  is  absolutely  necessary  he  be 
capable  of  performing  himself  the  work  of 
those  he  has  to  criticise,  and  of  taking  out 
and  agreeing  a trial  balance,  and  preparing 
therefrom  the  profit  and  loss  account  and 
balance  sheet.  He  must  at  the  same  time  be 
equally  capable  of  reversing  the  operation 
and  of  dissecting  and  analyzing  accounts 
placed  before  him  for  his  approval  and  cer- 
tificate. 

Legislation  in  England  having  utterly 
failed  to  deal  with  the  audit  of  accounts  of 
public  companies,  the  common  sense  of  the 
business  community  has  fortunately  rectified 
the  deficiency.  About  the  time  of  the  heavy 
commercial  depression  caused  in  1866 
through  the  , failure  of  some  of  the  largest 
financial  institutions  in  London,  followed  by 
many  in  the  provinces,  causing  widespread 
misery  among  investors,  there  commenced 
the  practice  of  replacing  the  shareholder 
auditor  by  the  professional  accountant.  The 
weeding  out  of  the  amateur  auditor  pro- 
ceeded slowly,  but  by  the  time  the  Institute 
of  Chartered  Accountants  in  England  and 
Wales  was  incorporated  by  royal  charter, 
a large  proportion  of  the  joint  stock  banks, 
discount  houses  and  other  financial  institu- 
tions had  professional  accountants  for  their 
auditors.  This  praiseworthy  practice  grad- 
ually spread  to  the  private  banks,  several 
of  which  have  in  London  existed  for  over 
200  years.  About  a dozen  years  ago  three 
of  the  oldest  of  these  private  banks,  after 
consultation  as  to  the  advisability  of  so  do- 
ing, set  the  example,  which  was  followed  by 
many  others,  of  placing  their  books  volun- 
tarily in  the  hands  of  chartered  accountants, 
so  that  they  might  present  an  audited  state- 
ment of  assets  and  liabilities  to  their  custo- 
mers. Notwithstanding  this,  there  are,  I 


regret  to  state,  at  the  present  moment  a few 
joint  stock  banks,  insurance  companies  and 
other  corporations  which  still  continue  to 
elect  year  after  year  shareholders  as  auditors 
without  having  any  regard  to  their  qualifi- 
cations. 

The  duties  of  an  auditor  vary  in  Great 
Britain,  as  doubtless  they  do  here,  according 
as  to  whether  his  client  is  a private  one, 
free  to  give  his  own  instructions,  or  whether 
the  audit  is  performed  for  a body  of  share- 
holders in  a joint  stock  company,  and  con- 
sequently under  statutory  powers,  which 
throw  the  onus  entirely  on  the  auditor  of 
deciding  as  to  what  details  to  be  performed 
in  the  course  of  the  audit  are  or  are  not 
necessary. 

When  an  auditor  receives  his  instructions 
from  what  I have  called  a private  client,  he 
should,  if  he  be  of  opinion  that  they  are 
inadequate,,  so  inform  his  client,  and  thus 
give  him  an  opportunity  of  amending  them, 
as  to  perform  the  audit  strictly  according  to 
instructions,  knowing  that  it  would  be 
wholly,  or  even  partly,  useless  to  his  client, 
is,  I am  sure  you  will  agree  with  me,  un- 
worthy of  any  professional  man. 

It  has  always  been  traditional  in  every 
profession  practiced  in  Great  Britain  that  in 
giving  advice  to  a client  on  any  matter  that 
that  advice  shall  be  given  entirely  in  the 
interests  of  the  client,  and  without  any  re-  ■ 
gard  to  the  consequences  such  advice  may 
entail  on  the  professional  adviser.  When,  ' 
therefore,  a professional  accountant  receives 
instructions  to  perform  an  audit  in  such  a 
manner  as  he  feels  will  be  insufficient  for 
the  purpose,  and  he  fears  that  his  sugges-  J 
tions,  either  on  the  ground  of  additional  ex-  1 

pense  or  for  another  reason,  may  lose  him  | 

his  client,  this  should  not  weigh  with  him  ■ 
for  a moment.  < 

Again,  when  having  undertaken  an  audit  * 
for  a fixed  fee  the  auditor  finds,  after  hav- 
ing made  some  progress  with  the  audit,  that 
the  time  it  will  occupy  will  exceed  that 
which  he  anticipated  when  the  fee  was 
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fixed,  it  would  not  merely  be  unprofessional, 
but  dishonest,  to  omit  any  portion  of  the 
original  scheme  of  audit  if  necessary  to  per- 
form it  in  an  efficient  manner,  lie  may,  of 
course,  make  representations  to  his  client 
as  soon  as  he  becomes  aware  of  the  inede- 
quacy  of  the  fee  he  is  to  receive,  or  wait  un- 
til the  audit  is  concluded ; hut  should  he 
adopt  the  former  plan  and  the  reply  is  un- 
favorable, his  duty  to  his  client  is  clear,  and 
the  audit  has  to  be  done  as  thoroughly  as  if 
full  profit  charges  were  to  be  received. 

In  auditing  the  accounts  of  a joint  stock 
concern  the  auditor  is  unfettered  by  instruc- 
tions as  to  how  he  is  to  perform  his  duties. 
The  responsibilities,  however,  are  much 
heavier  than  when  acting  for  a private  cli- 
ent, as  the  shareholders  look  to  him  to  not 
merely  certify  to  the  correctness  of  the  pro- 
fits out  of  which  their  dividends  are  de- 
clared, but  also  the  correctness  of  the 
balance  sheet,  which  shows  the  financial  po- 
sition of  their  invested  capital  in  the  con- 
cern, so  far  as  the  figures  representing  the 
assets  in  the  books  of  account  are  con- 
cerned. Before,  however,  I refer  to  the 
balance  sheet,  I must  make  some  remarks 
on  the  principles  of  an  audit,  without,  how- 
ever, I trust,  having  even  the  appearance 
of  attempting  to  teach  you  the  ordinary 
duties  of  an  auditor,  with  which  you  are 
as  fully  acquainted  as  I am. 

The  observations  I have  already  made  as 
to  the  manner  in  which  an  accountant  inves- 
tigating the  accounts  of  a concern  previously 
to  the  investment  of  capital  may  be  de- 
ceived apply  equally  to  the  audit  of  the  profit 
and  loss  account  of  a concern  in  which  his 
clients’  capital  has  already  embarked.  An 
auditor  has,  therefore,  always  to  be  on  his 
guard,  but,  at  the  same  time,  he  is  not 
placed  in  the  unpleasant  situation  of  having 
to  look  upon  everyone  he  comes  across  with 
suspicion.  I am  not  acquainted  with  the 
law  bearing  upon  the  accounts  of  American 
companies  and  their  audit,  but  I believe 
there  is  little  if  any  difference  between  the 


American  and  English  law  in  this  respect, 
and  that  your  judges  would  take  the  same 
view  as  have  purs. 

In  a case  which  came  before  the  English 
courts  some  years  ago  the  counsel  on  one 
side,  in  the  course  of  their  arguments,  en- 
deavored to  throw  upon  auditors  duties  of 
such  a nature  which,  if  they  had  been  sus- 
tained, would  have  rendered  the  office  a 
most  perilous  one  to  have  subsequently  un- 
dertaken. Fortunately,  however,  the  Court 
of  Appeal  took  what  may  be  called  a practi- 
cal and  common  sense  view,  as  well  as  one 
which,  no  doubt,  was  strictly  correct  accord- 
ing to  law.  In  the  course  of  the  judgment 
it  was  stated  by  one  of  the  judges: 

“An  auditor,  however,  is  not  bound  to 
do  more  than  exercise  reasonable  care  and 
skill  in  making  inquiries  and  investigations. 
He  is  not  an  insurer ; he  does  not  guarantee 
that  the  books  do  correctly  show  the  true 
position  of  the  company’s  affairs he  does 
not  even  guarantee  that  his  balance  sheet 
is  accurate  according  to  the  books  of  the 
company.  If  he  did,  he  would  be  responsible 
for  error  on  his  part,  even  if  he  were  him- 
self deceived  without  any  want  of  reason- 
able care  on  his  part,  say,  by  the  fraudulent 
concealment  of  a book  from  him.  His  ob- 
ligation is  not  so  onerous  as  this.  Such  I 
take  to  be  the  duty  of  the  auditor : He  must 
be  honest,  i.  e.,  he  must  not  certify  what  he 
does  not  believe  to  be  true,  and  he  must  take 
reasonable  care  and  skill  before  he  believes 
that  what  he  certifies  is  true.  What  is  rea- 
sonable care  in  any  particular  case  must 
depend  upon  the  circumstances  of  that  case. 
Where  there  is  nothing  to  excite  suspicion 
very  little  inquiry  will  be  reasonably  suffi- 
cient, and  in  practice,  I believe,  business 
men  select  a few  cases  at  haphazard,  see 
that  they  are  right,  and  assume  that  others 
like  them  are  correct  also.  Where  suspicion 
is  aroused  more  care  is  obviously  necessary, 
but,  still,  an  auditor  is  not  bound  to  exer- 
cise more  than  reasonable  care  and  skill, 
even  in  a case  of  suspicion.” 
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Again,  in  another  case  one  of  the  judges 
of  our  Court  of  Appeal  said ; “Auditors 
must  not  be  made  liable  for  not  tracking 
out  ingenious  and  carefully  laid  schemes  of 
fraud  when  there  is  nothing  to  arouse  their 
suspicion,  and  when  these  frauds  are  per- 
petrated by  tried  servants  of  the  company, 
and  are  undetected  for  years  by  the  direc- 
tors. So  to  hold  would  make  the  position 
of  an  auditor  untenable.” 

At  the  same  time  it  has  also  been  held  by 
a judge,  now  a member  of  our  Court  of  Ap- 
peal, that  “it  is  the  duty  of  an  auditor  of 
a company’s  accounts  not  to  confine  himself 
to  verifying  the  arithmetical  accuracy  of  the 
balance  sheet,  but  to  inquire  into  its  sub- 
stantial accuracy,  and  to  ascertain  that  it 
contains  the  particulars  specified  in  the  ar- 
ticles of  association,  and  is  properly  drawn 
up  so  as  to  contain  a true  and  correct  report 
of  the  state  of  the  company’s  affairs.” 

Again,  another  judge  of  the  Court  of  Ap- 
peal said : “The  auditor’s  business  is  to 

ascertain  and  state  the  true  financial  position 
of  the  company  at  the  time  of  the  audit,  and 
his  duty  is  confined  to  that.  But  then  comes 
the  question  : How  is  he  to  ascertain  that 

position  ? The  answer  is ; By  examining 
the  books  of  the  company.  But  he  does 
not  discharge  his  duty  by  doing  this  without 
inquiry,  and  without  taking  any  trouble  to 
see  that  the  books  themselves  show  the  com- 
pany’s true  position.  He  must  take  reason- 
able care  to  ascertain  that  thev  do  so.  Un- 
less he  does  this,  his  audit  would  be  worse 
than  an  idle  farce.” 

Now,  although  these  opinions  were  given 
in  delivering  judgments  after  legal  argu- 
ments had  been  heard  on  both  sides,  I do  not 
think  that  any  practical  man  can  disagree 
with  or  even  cavil  at  any  of  the  doctrines 
here  laid  down.  If  professional  accountants 
do  not  admit  that  their  duties  carry  with 
tliem  great  and  important  responsibilities, 
the  profession  will  never  take  the  position  in 
the  eyes  of  the  financial  and  commercial 
world  we  wdio  have  taken  the  trouble  to  at- 


tend this  conference  evidently  aspire  to  its 
holding. 

It  has  long  been  recognized  by  profes- 
sional accountants  that  it  is  impossible  in 
the  case  of  company  audits  for  the  auditor 
to  personally  perform  all  the  details  of  the 
audit,  such  as  the  calling  over  from  one  book 
to  another,  the  examination  of  vouchers, 
and,  in  fact,  the  ordinary  checking  work. 
This  has  also  been  understood  by  the  finan- 
cial and  commercial  world,  and  has  lately 
been  recognized  by  the  Engli.sh  judges.  The 
doctrine  has  frequently  been  propounded 
that  it  is  better  to  employ  a young  account- 
ant who  can  do  the  whole  of  the  detail  him- 
self, and  devote  all  his  personal  time  to  an 
audit,  and  in  our  profession,  like  in  every 
other  profession,  there  is  work  which  can  be 
done  as  well  by  a young  practitioner  as  by 
one  of  more  experience.  But  in  the  audit 
of  the  accounts  of  large  companies  many 
points  arise  which  require  considerable  ex- 
perience at  times  to  deal  with,  and  in  the 
same  way  that  as  persons  in  heavy  legal 
cases  employ  lawyers  of  eminence,  so  those 
who  employ  professional  accountants  in 
large  practice  obtain  the  benefit  of  their  ex- 
perience, while  the  managing  clerks  in 
their  chambers  are  as  fully  experienced  as 
those  newly  admitted  practicing  on  their 
own  account.  You,  of  course,  understand  I 
am  saying  nothing  to  the  disadvantage  of 
those  just  commencing  their  career,  but  am 
onlv  making  these  remarks  in  consequence 
of  the  mistaken  idea  that  exists  in  certain 
minds  that  the  profession  of  accountancy 
can  be  learned  in  a short  time,  quite  forget- 
ting that  when  the  English  and  Scottish 
institutes  received  their  charters  it  was 
considered  necessary  to  enforce  a long 
period  of  apprenticeship  previous  to  the  re- 
ception of  the  certificate  of  practice. 

Eor  practical  purposes  an  audit  may  be 
divided  into  three  parts,  namely,  to  guard 
against  (i)  errors  of  omission,  (2)  errors 
of  commission  and  (3)  errors  of  principle. 
^\'ith  regard  to  errors  of  omission,  I have 
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already,  when  speaking-  of  investigations, 
referred  to  those  of  a nature  which  it  is  al- 
most impossible  to  gnard  against,  hnt  with 
reference  to  the  ordinary  work  of  an  audit, 
it  is  most  desirable  that  entries  in  the  cash 
hook,  as  well  as  in  other  hocjks  of  account, 
shonld  he  checked  as  far  as  i)ossible  from 
documents  obtained  from  independent 
sources,  in  order  that  the  auditor  may  be 
satisfied  that  the  company  is  properly 
charged  with  all  cash  received  and  liabili- 
ties incurred.  In  other  words,  it  is  not  suf- 
ficient for  an  auditor  to  take  for  granted 
that  the  income  of  a company  has  been 
brought  into  account,  and  that  his  only  duty 
is  to  satisfy  himself  that  it  has  been  ex- 
pended in  the  manner  indicated  in  the  ac- 
counts and  according  to  law. 

Errors  of  commission  may  be  either  acci- 
dental or  intentional.  As  regards  the  for- 
nier,  these  are  usually  discovered  bv  the 
mere  mechanical  process  of  checking  the 
items  of  one  book  with  corresponding  items 
in  another  until  carried  into  the  ledger.  As 
regards  intentional  errors  of  commission, 
experience  alone  can  detect  them.  Nothing 
but  practice  can  enable  an  auditor  to  deal 
efifectually  with  those  who  are  intentionally 
trying  to  deceive  him. 

Errors  of  principle  are  frequently  found 
in  statements  of  account  placed  before  an 
auditor  for  certification  without  there  nec- 
essarily being  any  attempt  whatever  to  de- 
ceive him,  although,  of  course,  many  such 
attempts  are  at  times  made,  in  order  to 
make  the  profits  appear  better  than  they 
really  are.  Expenditure  which  ought  to  be 
charged  against  the  revenue  for  the  year 
is  frequently  carried  to  capital  account,  an 
attempt  being  made  to  justify  its  inclusion 
there  on  the  ground  that,  although  it  may 
not  be  represented  by  an  asset,  the  concern 
wilt  have  the  benefit  of  it  for  many  years 
to  come.  Questions  also  connected  with  de- 
preciation come  under  this  heading,  as  does 
also  whether  or  no  investments  have  been 
made  in  legally  authorized  securities. 


In  the  audit  of  the  first  accounts  of  a 
newly  registered  comjjany,  it  is  very  im- 
portant that  all  the  transactions  connected 
willi  llie  issue  of  the  share  capital  should 
be  thoroughly  examined,  ami  it  is  the  duty 
of  the  auditor  to  ascertain  that  both  the 
.share  and  loan  capital  have  not  been  issued 
in  e.xcess  of  tire  amount  authorized  under  the 
legal  constitution  of  the  company.  It  has 
long  been  our  practice  on  the  other  side  of 
the  water  not  to  accept  bank  pass  books  as  a 
proof  of  the  correctness  of  balances  at 
bankers,  but  to  obtain  from  bankers  special 
certificates  as  to  balances  standing  to  the 
credit  of  their  customers  at  the  close  of  bus- 
iness on  the  days  to  which  the  accounts  are 
made  up.  Cases  have  been  known  of  false 
pass  books  having  been  prepared  for  pro- 
duction to  auditors.  It  is  also  our  prac- 
tice, in  vouching  payments  of  every  de- 
scription, to  have  produced  to  us  the  origi- 
nal receipts,  or  else  to  state  the  reason  why 
any  have  not  been  shown  to  us,  so  that  our 
clients  may  determine  as  to  whether  or  no 
further  evidence  shall  he  called  for. 

In  dealing  with  the  duties  of  the  profes- 
sional accountant  previous  to  the  invest- 
ment of  capital,  I pointed  out  that  it  is  not 
usual  for  him  to  give  a certificate  beyond 
that  of  the  profits  for  the  period  selected  bj 
the  promoter,  or  perhaps  the  directors,  of 
the  proposed  company.  In  the  case  of  an 
audit  a balance  sheet  has  also  to  be  certified. 
Now  a balance  sheet  is  a document  very 
much  misunderstood  by  the  general  public. 
Their  difficulty  is  one  with  which  I have 
much  sympathy,  but,  at  the  same  time,  I do 
not  see  any  way  of  suggesting  a rem-edy, 
except  that  it  should  never  be  referred  to  as 
a statement  of  liabilities  and  assets.  In  the 
case  of  banks  and  a few  other  concerns  this 
title  is  correct,  but  in  the  majority  of  com- 
panies a balance  sheet  is  nothing  more  than 
as  indicated  by  its  title,  namely,  a sheet  or 
collection  of  balances,  and  is,  as  we  all 
know,  a statement  in  an  abstract  form  of 
the  debit  and  credit  balances  of  the  ledgers. 
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after  the  elimination  of  such  balances  as 
have  been  transferred  to  tlie  revenue  or 
profit  and  loss  account. 

As  regards  the  debit  side  of  a balance 
sheet,  or  the  liability  side,  as  it  is  frequently 
called,  the  only  items  which  appear  to  puzzle 
shareholders  is  that  it  includes  their  capital, 
amounts  placed  to  reserve,  and  unappropri- 
ated profits ; but,  as  regards  the  credit  side, 
which  is  so  frequently  called  the  asset  side, 
it  is  exceedingly  difficult  to  make  sharehold- 
ers understand  that  the  values  placed  against 
the  items  are  merely  those  of  the  books,  and 
that  it  does  not  necessarily  mean  that  their 
commercial  values  in  any  way  approach  the 
figures  set  out.  It  is,  however,  the  recog- 
nized duty  of  the  auditor  in  dealing  with 
certain  assets — such  as  investments,  debtors 
and  cash  in  hand — to  satisfy  himself  that 
the  values  placed  upon  them  are  really  their 
commercial  value ; but  when  we  come  to 
good-will,  land,  buildings,  patents,  and  even 
stock  in  trade,  it  very  seldom  happens  that 
the  figures  are  such  as  would  be  obtained 
were  the  property  submitted  for  sale.  This 
is  always  so  difficult  to  explain  to  a meeting 
of  shareholders  when  questions  are  asked, 
and  more  particularly  to  a meeting  of  share- 
holders of  a company  that  has  gone  into 
liquidation,  when  they  learn,  as  they  fre- 
quently have  to  do,  that  the  assets  are  not 
expected  to  yield  a quarter,  or  even  a tenth 
part,  of  the  amounts  taken  credit  for  in  the 
last  audited  balance  sheet  of  the  company. 

As  regards  good-will,  there  is  great  diver- 
gence of  view  as  to  how  it  ought  to  be 
treated  in  the  accounts,  especially  in  those 
cases  where  there  had  been  a great  falling 
off  in  the  business  of  a company.  Some  ac- 
countants are  strongly  of  opinion  that  in 
these  cases  good-will  should  be  gradually 
written  down  until  it  reaches  a figure  more 
commensurate  with  the  company’s  reduced 
circumstances.  This  would  in  many  cases 
cause  an  entire  suspension  of  the  payment  of 
dividends,  and  is  entirely  opposite  to  the 
views  of  most  professional  accountants.  As, 


however,  the  present  law  of  England  does 
not  require  this  diminution  of  good-will  to 
take  place,  these  more  drastic  views  are  not 
likely  to  prevail.  In  a case  which  came  be- 
fore the  English  law  courts  in  1895  it  was 
decided  that  the  good-will  of  a trading  com- 
pany is  fixed  capital,  and  in  ascertaining 
profits  it  was  not  necessary  to  make  good 
any  depreciation  in  respect  of  it. 

There  are  also  conflicting  views  as  to  the 
way  in  which  mortgaged  property  should  be 
dealt  with  in  balance  sheets.  I am  strongly 
of  opinion  that  in  every  instance  a mort- 
gaged property  should  not  be  included  in  the 
credit  side  of  the  balance  sheet  at  its  full 
value,  and  the  amount  due  to  the  mortga- 
gees included  among  the  liabilities,  but  that 
the  credit  side  of  the  balance  sheet  should 
only  contain  the  balance  between  these  two 
amounts.  I admit  that  there  is  a difficulty 
in  dealing  with  mortgaged  property  in  this 
manner  when  debentures  constituting  a 
floating  charge  on  all  the  assets  of  the  com- 
pany have  been  issued ; but  where  property 
is  specifically  mortgaged  I am  strongly  of 
opinion  that  the  course  recommended  by  me 
should  be  followed. 

There  has  of  late  years  been  a great  in- 
crease in  Great  Britain  in  the  registration  of 
mining  companies,  and  there  has  doubtless 
been  a similar  increase  in  the  United  States. 
In  connection  with  the  accounts  of  such 
companies  there  is  frequently  considerable 
difficulty  in  deciding  upon  the  correct 
amount  to  charge  against  the  profit  and  loss 
account  in  respect  of  expenditure  on  devel- 
opment of  the  mine,  and  consequently  the 
amount  to  place  to  capital  account.  Capital 
is  frequently  expended  which  can  only  be 
of  use  for  a few  years,  and  which,  therefore, 
ought  to  be  charged  entirely  against  the 
revenue  of  that  period,  so  that  the  expendi- 
ture gradually  disappears  from  the  periodi- 
cal balance  sheets,  while  all  other  capital  ex- 
penditme  should  be  so  treated  as  to  allow 
of  its  entire  extinction  at  the  expiration  of 
the  lease  under  which  the  mine  is  worked. 
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It  would  l:)e  well  if  the  accounts  of  mining 
companies  were  compulsorily  prepared  on 
some  scientific  liasis  of  this  sort,  the  engi- 
neers in  charge  being  responsible  for  the 
apportionment. 

Auditors,  moreover,  ought  to  be  allowed 
to  consult,  at  the  expense  of  the  company, 
engineers  and  valuers  in  connection  with 
certain  items  in  balance  sheets,  such  as 
'‘Works  in  progress”  or  “Stock  in  trade,”  as 
it  is  impossible  for  an  auditor  to  have  a 
practical  knowledge  of  the  value  of  assets 
of  this  nature. 

Many  persons  consider  that  the  duties  of 
auditors  of  companies  are  toward  the  share- 
holders for  the  time  being,  who  have  a right 
to  the  full  profits  earned  during  the  actual 
time  they  are  holders  of  their  shares.  If,  of 
course,  the  statutes  of  a company  provide 
that  each  year  the  profits  of  the  year  shall  be 
divided  among  the  shareholders,  then  per- 
haps this  view  is  correct;  but  this  is  very 
rarely  the  case,  the  distribution  of  profits  of 
companies  being  in  Great  Britain  left  to  the 
discretion  of  the  directors.  I hold  the  view 
that  the  duties  of  auditors  of  a company  are 
to  that  company  as  an  institution,  and  not 
to  its  individual  shareholders ; consequently, 
I am  of  opinion  that  what  is  known  as  “se- 
cret reserves”  are  right  and  proper,  and  tend 
toward  the  maintenance  of  the  company  as 
a permanent  institution,  and  that,  in  fact, 
without  these  secret  reserves  it  is  quite  im- 
possible, having  regard  to  the  fluctuations  of 
both  flnancial  and  trading  operations,  for 
any  company  to  exist  beyond  a very  limited 
period.  At  the  same  time,  these  reserves 
must  be  honestly  made  and  in  the  interests 
of  the  company.  For  directors  to'  create 
secret  reserves  with  the  object  of  withhold- 
ing profits  legitimately  earned  from  distri- 
bution to  the  shareholders,  so  as  to  induce 
them  to  dispose  of  their  holdings  and  ac- 
quire such  holdings  for  themselves,  is  as 
flagrant  an  act  of  dishonesty  as  can  be  con- 
ceived ; and  should  auditors  have  any  reason 
to  believe  that  reserves  are  being  created 


through  improper  motives  they  should  pro- 
test against  this,  and,  if  necessary,  so  report 
to  their  shareholders.  When,  however,  re- 
serves are  made  bona  fide  in  the  interests 
of  the  company,  then — although  the  audi- 
tors may  consider  them  beyond  what  may  be 
actually  required — they  are,  in  my  opinion, 
justified  in  passing  them  without  comment, 
knowing  that  in  so  doing  the  financial  posi- 
tion of  the  company  will  be  strengthened. 

I will  not,  however,  go  further  into  de- 
tails connected  with  an  auditor’s  duties.  My 
only  object  in  referring  to  those  points  I 
have  mentioned  is  that  it  may  perhaps  lead 
later  on  to  discussion,  and  consequently  to 
some  practical  results. 

And  when  an  auditor’s  duty  has  been 
completed,  what  is  it  that  has  really  been 
aimed  at  ? He  has  by  means  of  his  own  la- 
bor, and  that  of  his  clerks,  done  a certain 
amount  of  mechanical  checking,  and  looked 
into  and  settled  certain  questions  of  prin- 
ciple ; he  has  satisfied  himself  that  he  has 
acted  according  to  the  general  law  of  the 
country,  read  in  combination  with  the 
special  law  relating  to  each  audit,  such  as 
a deed  of  partnership  or  the  statutes  of  a 
company.  In  other  words,  he  is  satisfied 
he  has  obeyed  the  law,  and  consequently 
has  nothing  to  fear  should  his  client  here- 
after suffer  some  loss  for  which  he  might 
endeavor  to  make  his  professional  adviser 
responsible.  But  is  this  enough?  I think 
you  will  agree  with  me  that  to  perform  his 
duty  legally,  so  that  he  cannot  be  assailed, 
is  not  the  sole  aim  of  an  auditor,  but  that 
he  has  a much  higher  one. 

He  must  have  so  conducted  his  audit  as 
to  be  satisfied  in  his  own  mind  that  the  ac- 
counts he  has  certified  are  not  merely  cor- 
rect according  to  law,  but  that  those  who 
read  his  signature  can  thoroughly  rely  on 
the  accuracy  of  the  statements  above  it.  He 
must  also  feel  that  there  is  not  concealed 
under  any  heading  a single  fact  which 
ought  to  be  known  to  his  clients,  and 
which,  if  known,  would  cause  them  to  take 
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a dififerent  view  of  the  position,  and,  if 
shareholders  in  a company,  might  induce 
tliem  at  the  general  meeting  at  which  the 
accounts  will  be  submitted  for  their  appro- 
val to  refuse  to  pass  them. 

An  auditor  who  has  not  the  courage  or 
honesty  to  stand  up  against  those  who  sub- 
mit accounts  for  his  examination  which  are 
not  entirely  honest  cannot  shield  himself  by 
means  of  a remark  in  his  certificate  which 
if  noticed  by  an  intelligent  shareholder 
might  put  him  and  others  on  inquiry.  To 
quote  again  from  a judgment  of  one  of  our 
English  judges,  “A  person  whose  duty  it 
is  to  convey  information  to  others  does  not 
discharge  that  duty  by  simply  giving  them 
so  much  information  as  is  calculated  to  in- 
duce them,  or  some  of  them,  to  ask  for 
more.  Information,  and  means  of  informa- 
tion, are  by  no  means  equivalent  terms. 
. . . An  auditor  who  gives  shareholders 
means  of  information,  instead  of  informa- 
tion, respecting  a company’s  financial  posi- 
tion does  so  at  his  peril,  and  runs  the  very 
serious  risk  of  being  held  judicially  to  have 
failed  to  discharge  his  duty.” 

Honest  and  straightforward  dealing  has 
alwavs  been  a characteristic  of  the  Saxon 


race.  Since  professional  accountancy  has 
been  established  in  Great  Britain  and  Ire- 
land there  has  been  inculcated  upon  stu- 
dents, both  in  lectures  and  every  depart- 
ment of  their  studies,  the  necessity  of  being 
straightforward  in  their  dealings  with  their 
clients,  and  I feel  sure  that  you  on  this  side 
of  the  Atlantic  are  taking  and  will  continue 
to  take  the  same  line. 

I fervently  trust  that  one  of  the  results 
of  this  great  conference  in  which,  thanks 
to  your  hospitality  and  to  the  kindness  of 
my  own  institute,  I have  been  enabled  to 
take  a part  will  be  the  elevation  of  the  pro- 
fession in  the  eyes  of  the  world,  and  that 
the  professional  accountants  of  the  United 
Kingdom  and  the  United  States  will  work 
together,  not  only  for  mutual  advantage, 
but  for  the  benefit  of  those  who  on  both 
sides  of  the  Atlantic  may  rely  on  their  pro- 
fessional assistance.  In  the  words  of  one 
of  your  great  poets,  John  Greenleaf  Whit- 
tier : 

“ ‘Thicker  than  water,’  in  one  rill 
Through  centuries  of  story 
Our  Saxon  blood  has  flowed,  and  still 
We  share  with  you  its  good  and  ill, 

The  shadow  and  the  glory.” 


THE  ANNUAL  AUDIT 


CONTRIBUTED. 


A great  deal  of  ink  and  paper  have  been 
devoted  to  urging  the  importance  of  peri- 
odical audits  and  the  effort  cannot  be  said 
to  have  been  in  vain,  since  they  are  vastly 
better  than  none. 

The  business  world  is  coming  to  accept 
such  examinations  as  a necessity  along  with 
telephones,  adding  machines  and  other  good 
things,  but  like  everything  else  the  audit 
idea  may  be  improved  upon. 

The  periodical  plan  is  open  to  some  ser- 
ious objections  not  often  sufficiently  con- 
sidered bv  the  business  man. 


First,  eight  out  of  ten  concerns  are  au- 
dited once  each  year  on  the  theory  that  a 
detailed  showing  of  annual  results  is  about 
the  most  important  thing  which  an  audit 
will  produce,  and  the  end  of  the  fiscal  year 
is  naturally  chosen  as  the  proper  date  for 
the  work,  and  as  in  at  least  three-fourths 
of  these  cases  the  fiscal  and  calendar  years 
correspond,  a congestion  of  this  class  of 
work  occurs  each  January. 

The  business  man  probably  does  not  re- 
flect much  on  the  result  of  this  arrange- 
ment, but  thinks  he  is  neglected  by  the  pub- 
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lie  accountant  of  liis  selection  if  lie  docs 
not  beg’in  work  promptly,  “as  soon  as  the 
books  are  closed,  wbich  will  probably  be 
about  January  lo.” 

lie  doubtless  feels  that  the  troubles  of 
the  accountant  are  none  of  his,  having  al- 
ready a few  extra  at  that  season,  but  is  he 
entirely  right? 

Aside  from  the  general  interest  which 
any  man  should  take  in  the  welfare  of  those 
with  whom  he  holds  so  close  a relation- 
ship as  that  between  the  accountant  and  his 
clients,  the  business  man  may  find,  if  he 
looks  for  it,  a stronger  if  more  selfish  rea- 
son for  considering  the  accountant’s  side  of 
this  question.  The  attempt  to  crowd  into 
one  or  two  months,  say  one-half,  or  one- 
third  even,  of  the  audits  he  is  called  upon 
to  conduct  during  the  year  results  in 
troubles  for  all  concerned. 

The  work  may  be  hurriedly  and  improp- 
erly done,  or  if  the  accountant  is  too  consci- 
entious to  permit  that,  it  may  be  delayed 
until  the  client’s  patience  is  exhausted. 
Of  course  the  accountant  of  standing 
has  much  other  business  besides  periodical 
audits,  but  the  position  of  an  accounting 
firm,  corporation  or  individual  with  more 
work  than  can  possibly  be  done  in  January 
and  February  (and  that  is  the  chronic  con- 
dition of  all  that  are  worth  considering), 
but  with  the  knowledge  that  the  volum? 
will  shrink  considerably  for  the  balance  of 
the  year,  is  not  entirely  satisfactory. 

More  help  must  be  taken  on,  but  it 
stands  to  reason  that  a permanent  foice 
sufficient  for  the  busiest  period  would  be 
impossible,  and  so  recourse  must  be  had  to 
extra  men  who  are  rarely  as  valuable,  if 
as  able,  as  those  trained  under  personal  di- 
rection of  the  managing  accountant. 

There  is  a saying  among  us  that  the  ac- 
countant or  helper  must  be  very  bad  in- 
deed who  is  not  busy  during  January,  and 
in  this  fact  there  is  much  to  reflect  upon. 

The  troubles  and  limitations  of  the  ac- 


counting business  and  their  unfavorable  in- 
fluence on  the  service  rendered  do  not, 
however,  furnish  the  only,  nor  perhaps  the 
most  im])ortant  argument  against  the  an- 
nual audit,  since  the  difficulties  already  re- 
ferred to  might  be  corrected  by  a change  of 
fiscal  period  by  enougb  business  houses,  on 
recognition  of  the  fact  that  better  and  per- 
haps cheaper  service  might  be  secured 
thereby. 

An  audit  should  be,  first  of  all,  a meas- 
ure of  protection  from  loss  by  error  or  de- 
sign on  tbe  part  of  employes,  and  no  em- 
ployer has  the  moral  right  to  place  unnec- 
essary temptation  in  the  way  of  a cashier 
or  bookkeeper  by  saying  to  him  in  effect, 
“You  have  a year  in  which  to  do  as  you 
please  with  our  money.  See  that  your  ac- 
counts are  all  right  for  the  annual  round- 
up.” 

Experience  galore  has  shown  that  the 
knowledge  that  the  check-up  is  eleven 
months  away  has  often  proved  more  of  a 
temptation  than  the  opposite,  and  the  pres- 
ent social  conditions  and  tendencies  make 
this  increasingly  true. 

The  only  kind  of  an  audit  that  really 
reaches  the  case  and  is  of  maximum  value 
is  one  which  is  made  absolutely  without 
notice  on  the  initiative  of  the  auditor. 

An  arrangement  for  two  or  more  visits 
of  this  kind  each  year  will  be  of  vastly 
more  value  as  fidelity  insurance  than  the 
extra  labor  and  trouble  will  cost,  and  the 
annual  figures  can  be  made  up  at  any  time 
and  certified  to  promptly  and  to  the  sat- 
isfaction of  all  concerned. 

The  bookkeeper  and  cashier  should  not 
expect  a chance  to  get  ready  for  an  audit,  as 
so  many  now  do,  but  should  ahvays  be 
ready  at  a moment’s  notice  to  surrender 
their  trust  for  examination,  and  when  that 
condition  generally  obtains  not  only  will 
a vast  amount  of  money  be  saved  to  its 
owners,  but  the  number  of  wrecked  homes 
and  ruined  lives  will  be  greatly  diminished. 
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In  the  last  issue  of  The  Auditor  we  com- 
mented upon  the  fact  that  there  are  numer- 
ous  fields  of  work  for  the  Ac- 
Municipal  countant  which  remain  prac- 
tically  unexplored  and  in  the 
opening  of  which  the  Federation  could  be  of 
great  assistance.  One  of  the  fields  which 
we  had  in  mind  was  that  of  Municipal  Ac- 
counting. There  has  been  done  some  not- 
able work  in  Municipal  Accounting,  but  it 
is  possible  to  count  upon  the  fingers  the  in- 
stances in  which  municipalities  have  had 
this  work  done.  In  those  cases  where  the 
accounts  of  municipalities  have  been  over- 
hauled it  has  uniformly  been  found  that 
such  overhauling  should  have  taken  place 
many  years  ago.  It  has  also  been  found 
that  the  methods  of  municipal  accounting 
have  been  primitive,  if  not  indeed  obsolete, 
and  wholly  insufficient  for  the  purpose  of 
giving  a clear  and  comprehensive  idea  of  the 
condition  of  the  business  affairs  of  the 
municipality.  We  can  think  of  no  greater 
service  the  national  organization  can  per- 
form for  the  accounting  fraternity  than  to 
inaugurate  some  concerted  action  in  the  di- 
rection of  better  municipal  accounting,  and 
while  some  of  the  benefits  to  be  derived 
from  such  action  would  fall  to  the  good 
fortune  of  the  Accountants,  the  largest  bene- 
fit to  be  derived  from  such  action  would  be 
enjoyed  by  the  municipalities  themselves. 


What  has  been  said  with  regard  to 
Municipal  Accounting  applies  with  equal 
States  and  force  to  the  accounts  of  other 
Counties,  political  divisions,  such  as 
townships,  counties  and  states. 
Any  number  of  cases  might  be  cited  wherein 
the  accounts  of  political  divisions  above 
referred  to  have  needed  regular  auditing, 
in  fact  so  well  recognized  is  this  need  that 
no  argument  is  necessary  to  establish  it. 
In  some  countries  a necessity  of  this  char- 
acter might  bring  action  on  the  part  of  the 
citizenship ; in  the  United  States,  however, 
everybody  is  too  busy  with  private  affairs  to 
devote  much  time  to  the  needs  of  the  public. 
Any  movement,  therefore,  looking  toward 
the  institution  of  business  methods  in  public 
affairs  must  of  necessity  come  from  a source 
charged  with  a selfish  interest.  The  old 
saying  that  “what  is  everybody’s  business  is 
nobody’s  business,”  has  no  better  exempli- 
fication than  is  to  be  found  in  the  manage- 
ment of  public  affairs  in  the  United  States. 
Our  national  organization  has  done  a great 
work  in  bringing  Accountants  to  understand 
that  their  interests  are  identical,  and  that 
whatever  benefits  one  benefits  all,  but  the 
field  of  usefulness  of  the  national  organiza- 
tion is  by  no  means  ended  in  bringing  about 
the  results  above  noted,  but  may  be  very 
considerably  extended  by  proper  steps  be- 
ing taken  to  open  the  eyes  of  the  public  to 
the  advantages  which  will  accrue  through 
the  use  of  accounting  service  in  connection 
with  the  management  of  public  affairs  and 
the  disbursement  of  public  funds. 


In  this  connection  it  is  proper  to  call  the 
attention  of  the  accounting  fraternity  to  the 
The  fact  that,  hardly  without  ex- 

in'^p^ulTMc”*  ception.  Accountants  are  de- 

Affalrs.  linquent  in  the  matter  of 

showing  a proper  interest  in  public  affairs. 
There  are  few  accountants  who  are  known 
outside  of  their  profession,  their  acquaint- 
ance being  largely  confined  to  fellow  ac- 
countants and  to  the  business  community 
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whicli  they  serve.  This  condition  is  one 
which  should  be  remedied  at  once.  There 
is  no  good  reason  why  Accountants  should 
not  take  a prominent  part  in  public  affairs. 
Few  men  are  better  fitted  for  a proper  un- 
derstanding of  the  needs  of  all  political  di- 
visions, especially  as  relates  to  the  matter 
of  revenue  and  expenditure.  It  is  undoubt- 
edly true  that  city  councils,  state  legisla- 
tures and  the  national  congress  would  be 
improved  by  the  election  to  membership 
therein  of  public  accountants.  These  bodies 
are  ordinarily  filled  with  men  who  do  not 
know  a debit  from  a credit  and  yet  are  ex- 
pected to  legislate  upon  fiscal  matters  with 
intelligence.  It  is  true  that  accountants  share 
the  repugnance  with  which  participation  in 
political  affairs  is  regarded  by  business  men 
generally,  but  for  the  sake  of  the  profession 
this  attitude  should  be  abandoned,  even  if 
the  actual  needs  of  public  interests  are  not 
accorded  the  consideration  they  deserve. 


A subject  receiving  considerable  thought 
on  the  part  of  Accountants  at  this  time  is 
„ that  of  the  best  way  in  which 

Corpora-  to  conduct  an  accounting  busi- 
ness,  whether  by  individual 
practice,  a partnership  or  a corporation.  In 
some  respects  individual  practice  is  ideal 
but  in  many  ways  the  individual  practitioner 
is  handicapped  and  embarrassed,  so  that 
the  question  to  him  is  one  always  full  of 
interest.  If  he  leaves  his  office  to  attend  to 
duties  out  of  town  (as,  of  course,  happens 
in  the  business  of  every  accountant)  his  af- 
fairs must  remain  unattended  to  during  his 
absence  and  there  is  no  doubt  that  he 
suffers  serious  loss  on  account  thereof. 

There  have  been  notable  instances  of  in- 
dividual practitioners  scoring  a large  suc- 
cess, but  they  are  exceptional.  The  most 
pronounced  successes  have  accrued  to  the 
partnerships,  and  it  is  undoubtedly  the 
opinion  of  the  majority  of  the  accounting 
fraternity  that  the  ideal  way  in  which  to 


conduct  the  business  is  through  the  medium 
of  a partnership.  ! 

Within  recent  years  corporations  have 
been  formed  for  the  purpose  of  conducting 
the  business  of  accounting,  and  the  appear- 
ance in  the  field  of  these  organizations  has 
provoked  much  discussion  as  to  the  pro- 
priety of  corporations  engaging  in  a work 
that  is  purely  professional ; indeed  it  seems 
likely  that  this  matter  will  continue  to  be  a 
source  of  discussion  and  contention  as  long 
as  the  corporations  remain  in  the  field. 

The  Auditor  believes  that  the  discussion 
of  this  subject  should  be  undertaken  by 
those  competent  to  handle  it  and  invites  con- 
tributions upon  this  subject  from  both  op- 
ponents of  and  adherents  to,  the  corporate 
plan.  It  is  a subject  which  should  be  dis- 
cussed without  excitement  and  without  the 
use  of  immoderate  language.  Accountants 
engaged  in  individual  practice,  or  as  part- 
ners, should  show  proper  consideration  for 
the  feelings  and  interests  of  Accountants 
representing  corporations,  who  on  their  part 
should  bear  in  mind  that  Accountants  not 
engaged  with  corporations  feel  that  the  pro- 
fessional field  should  not  be  invaded  by  or- 
ganizations of  that  character.  It  is  pos- 
sible that  the  question  may  be  settled  to  the 
satisfaction  of  all  concerned  if  it  is  taken 
up  and  handled  in  the  proper  spirit.  We  re- 
new our  invitation  for  contributions  both 
for  and  against  corporations  as  public  ac- 
countants. 


JAMES  YALDEN 

At  a special  meeting  of  the  board  of 
trustees  of  the  American  Assodation  of 
Public  Accountants,  held  on  March  13, 
1905,  the  following,  with  reference  to  the 
death  of  Mr.  James  Yalden,  was  ordered 
to  be  entered  upon  the  minutes  and  a copy 
of  the  same  sent  to  his  family,  to  the  pub- 
lic press,  and  to  each  member  of  the  asso- 
ciation : 

By  the  death  of  Mr.  James  Yalden,  the 
American  Association  of  Public  Account- 
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ants  has  lost  an  efficient  officer,  a wise 
counsellor  and  a highly  esteemed  associate 
and  friend. 

Since  the  inception  of  the  society  Mr. 
Yalden  has  been  intimately  connected  with 
it,  being  one  of  its  incorporators  in  1887, 
serving  as  its  first  president  in  1888  and 
again,  at  its  reorganization,  he  was  re- 
elected to  that  office  in  1892.  Since  that 


time  he  has  served  continuously  on  the 
board  of  trustees  until  his  death. 

W'e  desire  to  express  our  deep  regret  at 
his  decease,  and  to  extend  our  sincere  sym- 
pathy to  his  family  in  their  affliction. 

Jly  order  of  the  board  of  trustees. 

Attest : 

T.  Cuu.EX  Roberts,  C.  P.  A., 
Secretary. 


MISCELLANY 


THE  CREDIT  MEN’S  ASSOCIATION 

At  a recent  meeting  of  the  National  As- 
sociation of  Credit  Men,  the  subject  of  finan- 
cial responsibility  being  under  discussion, 
the  following  timely  and  well  advised  ad- 
dress was  delivered : 

“That  there  is  need  of  education  on  this 
subject  to  both  borrower  and  lender  is  evi- 
dent from  the  enormous  losses  sustained 
annually  through  the  extension  of  credit 
to  firms  supposedly  solvent ; therefore,  it 
must  be  a fact  that  positive  information  is 
often  lacking. 

“Inquiry  is  apt  to  be  directed  to  the 
value  of  assets  rather  than  to  ascertaining 
the  good  will  or  earning  power  of  a busi- 
ness, yet  the  latter  is  of  more  importance 
for,  unless  satisfactory,  suspension  is  prob- 
able. In  such  cases  book  values  are  seldom 
realized,  and  it  is  poor  consolation  to  the 
extender  of  credit  to  know  that  he  must 
rely  on  such  questionable  security  for  the 
settlement  of  his  account. 

“There  are  certain  ratios  existing  be- 
tween capital,  volume  of  business  and  net 
profits  which  indicate  one  of  three  condi- 
tions : First,  a profitable  business ; second, 

a doubtful  existence ; third,  certain  failure. 
If  from  the  reports  of  mercantile  agencies, 
clearing  house  associations  or  direct  in- 
quiry the  ratios  referred  to  are  supposedly 
ascertained,  can  this  information  be  posi- 
tively relied  upon  without  verification  with 
the  books?  In  my  opinion,  there  is  too 
much  time  and  expense  consumed  in  ob- 


taining information  that  is  not  of  a posi- 
tive nature. 

“Credit  to  a large  extent  is  obtained  on 
statements  that  might  be  termed  ‘honest 
lies.’  The  executive  heads  of  many  firms 
have  very  little  knowledge  of  accounting, 
and  that  of  their  bookkeepers  is  frequently 
limited  to  keeping  the  accounts  in  balance. 

“Instances  have  been  known  where  sup- 
posed profits  were  divided  because  the 
bookkeeper’s  statement  showed  a surplus, 
whereas  a proper  accounting  would  have 
shown  a deficit,  yet  bookkeepers’  state- 
ments are  accepted  by  mercantile  agencies 
without  verification  with  the  books,  and 
by  them  submitted  to  their  subscribers,  to- 
gether with  information  relating  to  past 
conditions,  and  on  the  strength  of  such  re- 
ports credit  is  extended  that  frequently  re- 
sults in  a loss. 

“Conditions  are  continually  changing 
with  the  class  of  firms  seeking  credit,  and, 
therefore,  information  obtained  under  ex- 
isting conditions  is  unsatisfactory,  to  say 
the  least. 

“An  impression  prevails  that  the  exami- 
nation of  books  takes  up  considerable  time 
and  costs  an  amount  that  would  percepti- 
bly lessen  the  narrow  margin  of  profit  on 
customary  transactions.  The  fact  is  that 
an  accountant  experienced  in  making  inves- 
tigations for  the  purpose  of  determining  as 
to  the  advisability  of  extending  credit  can 
do  .so  in  one  day  or  less,  regardless  of  the 
volume  of  business. 
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“Why  not,  therefore,  establish,  under  tlie 
supervision  of  your  association,  a hnreau 
for  the  ])iirpose  of  ol)taininp:  information 
of  a positive  nature  that  will  not  onlv  pre- 
vent a loss,  hut  at  the  same  time  enable  the 
prospective  borrower  to  obtain  the  credit 
he  is  entitled  to? 

The  information  could  be  obtained  by 
certified  aeeonntants  experienced  in  this 
line  of  work  or  by  credit  men  who  are 
competent  accountants.  These  would  con- 
stitute a staff  of  assistants  located  in  var- 
ious sections  of  the  country,  and  from  the 
statement  and  report  rendered  by  one  of 
them  the  bureau  could  determine  as  to  the 
advisability  of  extending  the  credit  applied 
for  and  report  its  decision  to  the  pros- 
pective lender. 

“Honest  borrowers  would  not  object  to 
confidential  examinations  of  their  books 
under  the  protection  offered  by  the  pro- 
posed bureau,  as  they  would  derive  many 
advantages  therefrom,  and  those  still  ob- 
jecting when  such  protection  is  assured 
could  be  classed  as  undesirable  risks.  It 
is  in  the  power  of  your  association  and  the 
vast  interests  which  it  represents  to  bring 
about  a satisfactory  understanding  on  this 
subject  between  borower  and  lender. 

“There  are  several  thousand  financial, 
manufacturing  and  mercantile  concerns  in 
and  near  the  large  cities,  who  could  profit- 
ably subscribe  for  the  service  that  it  is  pos- 
sible for  you  to  give  and  furnish  an  an- 
nual revenue  sufficient  to  enable  the  bureau 
to  retain  the  best  talent  in  the  country  for 
its  staff  of  examiners.  Thus  a source  of 
positive  information  would  be  established  in 
accordance  with  the  requirements  of  capi- 
tal, and  confidence  would  take  the  place  of 
uncertainty  in  the  extension  of  credit. 

“To  those  who  are  of  the  opinion  that 
the  ideas  outlined  herein  are  impracticable, 
I will  state  that  the  engagements  of  certi- 
fied accountants  for  direct  investigation  in 
connection  with  the  extension  of  credit  is 


already  a custom  in  certain  j^rogressivc 
cor])orations  in  this  city,  and  this  service 
could  be  more  economically  and  satisfac- 
torily obtained  through  a bureau  having 
the  confidence  of  both  borrower  and  lender 
than  by  individual  engagements. 

“It  is  conceded  that  the  National  Asso- 
ciation of  Credit  Men  is  the  backbone  of 
tbe  best  business  interests  in  the  country, 
and  these  interests  will  naturally  support 
any  plan  adopted  by  it  to  check  the  annual 
raid  of  $70,000,000  on  their  capital.” 

IN  MASSACHUSETTS 

The  annual  meeting  of  the  Incorporated 
Public  Accountants  of  Massachusetts  was 
held  Thursday,  February  16.  Officers  for 
tbe  ensuing  year  were  elected  as  follows ; 
President,  Frederick  G.  Tufts;  vice-presi- 
dent, Harvey  S.  Chase ; secretary,  William 
C.  Newell ; treasurer,  William  H.  Herrick ; 
auditor,  William  Dillon.  Members  of  the 
executive  committee : Messrs.  Herbert  F. 

French,  William  Franklin  Hall  and  Charles 
F.  Kellogg.  Delegate  to  the  Federation, 
Harvey  S.  Chase ; alternate  to  the  Federa- 
tion, William  Franklin  Hall. 

The  by-laws  were  amended  in  such  a 
manner  as  to  provide  for  associate  mem- 
bers who  should  have  all  the  privileges  of 
fellows,  except  the  power  to  vote,  and  to 
the  right  to  use  the  title  “Fellow.” 

It  is  the  intention  during  the  coming 
year  to  enlarge  the  society  considerably 
both  as  to  fellows  and  associates. 

In  addition  to  the  business  many  profes- 
sional and  technical  points  were  discussed 
and  much  interest  shown  by  the  members. 

At  the  next  meeting  in  March  the  ques- 
tion of  the  American  association  will  be 
discussed  and  acted  upon,  and  the  secretary 
was  directed  to  invite  President  A.  Lowes 
Dickinson  of  the  Federation  and  President 
F.  J.  MacRae  of  the  New  York  State  So- 
ciety to  come  to  Boston  as  guests  of  the 
Massachusetts  society  and  address  the 
meeting. 
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ELECTRIC  ADDING  MACHINE 

The  newest  thing  in  adding  machines 
is  the  1905  Model  Universal,  in  which  are 
embodied  many  exclusively  new  features. 

While  this  is  an  electric  adding  ma- 
chine, it  may  be  changed  to  a hand  lever 
machine  in  ten  seconds  when  occasion  re- 
quires. When  the  machine  is  operated  by 
hand  a pull  of  only  five  pounds  is  neces- 
sary. The  machine  always  prints  two  red 
naughts  at  the  beginning  of  the  list  to 
prove  that  it  was  cleared  for  action  when 
the  list  was  started.  The  columns  may  be 
spaced  any  distance  apart  as  the  operator 
desires,  thereby  conforming  to  any  style  of 
ruled  sheets.  An  individual  correction  key 
is  found  at  the  bottom  of  each  column  of 
keys.  This  permits  the  operator  to  make 
any  correction  in  that  column  without 
throwing  the  entire  item  out  and  then  re- 
setting. 

While  the  Universal,  when  operated  by 
hand,  taxes  the  operator’s  strength  less 
than  any  other  machine  on  the  market,  the 
Universal  Electric  practically  eliminates  all 
physical  exertion. 

When  you  consider  that  an  operator  list- 
ing items  at  the  rate  of  40  per  minute 
pulls  a ton  every  seven  minutes,  you  can 
form  some  idea  of  the  physical  exertion 
expended  every  day  by  the  operator,  who 
is  required  to  list  items  for  hours.  A 
mere  touch  of  the  operating  button,  no 
harder  than  the  key  touch,  does  all  of  the 
work  heretofore  done  by  the  lever,  and 
without  moving  the  hand  from  the  key- 
board, the  reaching  out  for  the  lever  being 
entirely  done  away  with.  On  the  hand 
machine  the  operator’s  hand  travels  a mile 
every  time  5,200  items  are  listed. 

The  electric  feature  also  makes  the  ac- 
tion of  the  machine  instantaneous  and  per- 
mits of  far  greater  speed  with  much  less 
effort,  physical  or  mental. 

A further  advantage  of  the  electric  ma- 
chine is  its  increased  span  of  life.  The 


pull  exerted  is  mechanical,  therefore  al- 
ways even,  thus  preventing  in  a great 
measure  the  wear  and  tear  of  hand  opera- 
tion. 

These  machines  will  be  on  exhibition  at 
the  Coliseum,  Chicago,  March  15  to  22. 

A handsome  32-page  catalogue,  giving  a 
further  description  of  this  most  modern  of 
all  adding  machines,  will  be  sent  free  upon 
application.  As  a booklet,  showing  the 
mechanical  progress  in  office  appliances 
and  labor-saving  devices,  it  is  alone  worth 
having.  Address  the  main  office  of  the 
company  at  St.  Louis. 


INTERCHANGEABLE  LEAF  RECORDS 

A modern  locomotive  and  a train  of 
modern  Pullman  cars  looks  very  much  like 
the  same  things  looked  a quarter  of  a cen- 
tury ago,  and,  in  fact,  they  are  very  much 
the  same.  It  requires  a keen  eye,  however, 
and  considerable  imagination,  to  detect 
much  similarity  between  the  appointments 
of  a modern  business  office  and  those  in 
use  in  1880  or  even  1890.  Most  of  the 
best  of  recent  innovations  have  made  their 
appearance  within  the  last  decade,  and  there 
is  not  a first-class  accountant  living  to-day, 
no  matter  what  his  age  or  how  confirmed 
in  his  habits,  who  would  be  content  with 
the  conveniences  available  ten  years  ago. 
The  supplying  of  office  specialties  has 
grown  to  be  an  important  and  distinct  in- 
dustry, and  the  introduction  of  interchange- 
able leaf  records  is  regarded  by  many  as  one 
of  the  most  important  events  of  recent 
times. 

The  Jones  Perpetual  Ledger  Company, 
14-28  Michigan  street,  Chicago,  make  the 
manufacture  of  loose  leaf  records  their  sole 
business.  Their  Perpetual  Ledger  was 
first  put  on  the  market  about  seven  years 
ago,  and  it  is  now  in  general  use  by  pub- 
lic accountants.  They  claim  that  the  first 
Ledger  installed  by  them,  as  well  as  all 
that  followed  it,  is  still  in  use.  The  Jones 
Company  sell  direct  to  users  only,  in  this 
way  insuring  proper  installation.  Their 
booklet  which  will  be  sent  free  to  readers 
of  The  Auditor,  gives  much  information 
of  value  to  accountants. 
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APPRAISEMENTS  AND  ACCOUNTANCY 


J!V  FREDERICK  A.  CLEVELAND,  I’lLD. 


It  has  been  frequently  stated  that  a public 
accountant  is  not  an  appraiser ; that  in  the 
■exercise  of  his  professional  duties  the  public 
accountant  may  never  be  called  on  to  make 
an  appraisement.  While  this  statement  as  to 
professional  requirement  may  be  accepted, 
still  the  accountant  cannot  overlook  the  fact 
that  accounting  summaries  and  financial 
statements  of  assets  are  at  their  best  noth- 
ing more  nor  less  than  estimates  of  value. 
In  his  capacity  as  auditor,  the  public  ac- 
countant is  bound  to  inquire  by  what  war- 
rant entries  are  made  by  bookkeepers  and 
what  is  the  basis  for  summaries  drawn  by 
bookkeepers  from  asset  accounts.  As  in 
checking  up  a cash  account,  his  audit  is  not 
ended  when  he  finds  what  purports  to  be  a 
voucher,  as  he  has  not  properly  served  his 
client  nor  safeguarded  his  own  professional 
reputation  till  he  has  satisfied  himself  that 
the  voucher  was  a warrant  for  payment,  so 
he  cannot  justify  his  audit  of  an  account  of 
stock  till  he  has  inquired  into  the  method  by 
which  the  statement  of  present  value  has 
been  arrived  at.  The  nature  of  his  engage- 
ment, as  well  as  his  regard  for  true  profes- 
sional standards,  requires  that  the  public  ac- 
countant should  know  at  least  the  nature 
and  purpose  of  appraisements,  the  princi- 
ples governing  e.stimates  of  value  of  dif- 
ferent classes  of  estimates,  and  the  methods 
commonly'  employed  by  proprietors  and 
bookkeepers  in  attempting  to  make  judg- 


ments as  to  present  values  of  goods,  ]>roper- 
ties  and  assets. 

THE  NATURE  OF  APPRAISEMENTS. 

Appraisement  is  a valuation  (or  estimate 
of  value)  of  a property  or  asset,  for  the  pur- 
pose of  ex  parte  financial  statement.  The 
term  “appraisement”  .is  not  synonymous  oi 
co-terminous  with  valuation ; the  process  of 
appraisement  is  of  the  same  nature  and  in- 
volves the  same  sort  of  reasoning  (the  end 
of  each  being  to  reach  a conclusion  called 
“value”),  but  appraisement  does  not  include 
judgments  of  valuation  made  as  a basis  for 
contracts  of  exchange  and  agreements  as 
to  price.  The  appraiser  is  called  in  to  give 
an  opinion  as  to  the  value  of  assets  as  a 
basis  for  the  exercise  of  administrative  and 
proprietary  judgment.  Upon  such  appraise- 
ments of  value  bookkeeping  entries  are 
made,  final  statements  of  account  are  ex- 
tended, comparisons  between  assets  and  lia- 
bilities are  instituted,  and  deductions  and 
summaries  are  drawn  with  respect  to  profit 
and  loss,  undivided  profits,  capital  impair- 
ment, etc.  For  example,  the  balance  sheet 
is  a financial  statement  comparing  assets 
and  liabilities.  On  the  one  side  is  recorded 
the  amount  of  financial  obligations  outstand- 
ing ; these  are  determined  by  the  contracts 
for  the  payment  of  money  entered  into  by 
the  individual  or  concern  for  whom  the  bal- 
ance sheet  statement  is  made.  On  the  other 
side  is  recorded  an  estimate  as  to  the  value 
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of  properties.  The  balance  is  also  an  esti- 
mate of  financial  surplus  or  financial  deficit. 

THE  PURPOSE  OF  THE  APPRAISEMENT  AS  A 
DETERMINING  FACTOR. 

Appraisements  being  in  the  nature  of 
judgments  as  to  value,  any  attempt  to  state 
governing  principles  must  take  cognizance 
of  this  fact.  The  principles  which  govern 
estimates  of  value  are  those  which  control 
the  reason  in  arriving  at  conclusions  as  to 
value.  The  conclusion  reached  by  reason- 
ing process  depends  on  the  premises  as- 
sumed, and  assumptions  must  be  premised 
with  respect  to  the  purposes  of  the  inquiry. 
To  illustrate : An  appraiser  may  be  asked 

to  estimate  the  value  of  a $io  United  States 
Treasury  note.  If  the  purpose  of  the  in- 
quiry as  to  value  is  to  determine  what  the 
note  is  worth  as  current  cash  in  a business 
located  in  the  city  of  New  York,  the  ap- 
praiser may  conservatively  conclude  that  it 
is  worth  ten  dollars,  or  ten  times  the  value 
of  a gold  coin  of  the  United  States  contain- 
ing 25.8  grains  of  gold  nine-tenths  fine. 
But  if  the  appraisement  were  made  for  a 
firm  in  Calcutta,  such  a judgment  of  the 
value  of  the  note  to  the  firm  as  current  cash 
might  not  be  conservative.  Again,  if  it 
were  to  be  value  for  the  purposes  of  an  es- 
crow, to  be  delivered  to  a cestui  qui  trust 
twenty  years  hence,  a still  diflerent  decision 
would  necessarily  be  arrived  at.  In  the  first 
case,  the  appraiser  would  reason  that  the 
present  value  of  the  note  for  trading  pur- 
poses in  New  York  would  be  as  much  as  the 
present  value  of  ten  dollars  in  gold,  because 
ten  dollars  might  be  procured  in  exchange 
on  demand.  In  the  second  case  he  might 
conclude  as  before  that  the  note  might  be 
exchanged  for  ten  dollars  in  gold  anywhere 
in  the  United  States,  but  to  estimate  its  cur- 
rent cash  value  in  Calcutta  foreign  exchange 
conditions  must  also  be  considered.  In  the 
third  case,  the  appraiser  could  engage  none 
of  the  assumptions  before  employed — he 
must  consider  the  probability  as  to  whether 


or  not  the  note  of  the  Government  would 
be  paid  in  gold  twenty  years  hence,  and 
then  he  must  compound  this  judgment  with 
a calculation  as  to  what  would  be  the  pres- 
ent value  of  ten  dollars  to  be  delivered  at 
the  end  of  twenty  years.  An  appraisal 
might  be  asked  for  a bale  of  clothing;  but 
the  appraiser  must  be  informed  as  to 
whether  or  not  the  bale  of  clothing  is  to  be 
used  for  the  purposes  of  sale  or  as  wearing 
apparel.  If  the  former,  then  again  his  con- 
clusion would  be  based  on  an  estimate  as  to 
the  probable  amount  that  would  be  realized 
in  the  particular  business  for  which  the  ap- 
praisement was  made.  An  estimate  made 
for  an  auctioneer  must  take  cognizance  of 
business  experience  in  auction  sales.  If  it 
were  made  for  a retail  merchant,  experience 
might  indicate  that  goods  might  be  sold  in 
the  course  of  retail  trade  at  a higher  figure 
than  at  an  auction  sale.  If  the  clothing 
were  to  be  worn  by  the  merchant,  then  the 
estimate  mmst  take  this  fact  into  account. 

SOME  DISTINCTIONS  TO  BE  MADE  IN  CRITICAL 
REVIEW  OF  APPRAISEMENTS. 

An  enterprise  may  be  in  either  of  two 
business  conditions,  viz.:  (i)  It  may  be  a 

“going  concern,”  or  (2)  it  may  be  in 
process  of  “winding  up”  or  liquidation.  It 
it  very  clear  that  an  estimate  of  properties 
and  equipment  for  the  purposes  of  a “going 
concern”  might  give  quite  a different  result 
from  an  estimate  of  value  for  the  purposes 
of  “winding  up.” 

Again,,  there  are  two  general  classes  of 
properties  or  assets  of  a going  concern,  viz. : 
(i)  Those  known  as  capital  assets,  and  (2) 
those  commonly  regarded  as  current  assets. 
The  capital  assets  are  those  properties  or 
belongings  which  are  procured  by  means  of 
capital  and  which  are  permanently  or  con- 
tinuously needed  in  the  business,  such  as  the 
drains  of  a farm  or  a right  of  way  of  a rail- 
road. Current  assets  are  those  which  are 
procured  by  means  of  current  liabilities ; 
usually  these  are  not  continuously  needed 


TKe  Auditor 


127 


and  are  not  intended  or  set  aside  for  use 
as  equipment.  The  chief  purpose  of  their 
possession  is  that  tliey  may  be  disposed  of 
at  a profit  (or,  in  the  case  of  credit  assets, 
that  they  may  be  collected)  and  converted 
into  current  funds  by  means  of  which  the 
current  assets  may  be  provided  or  the  cur- 
rent liabilities  may  be  liquidated. 

A further  distinction  should  be  made  be- 
tween the  value  of  a business  as  such  and 
the  value  of  the  physical  and  contractual 
assets  of  a concern.  The  value  of  a business 
as  a whole  must  be  judged  from  its  average 
present  or  prospective  net  profits.  That  is, 
the  same  equipment  and  the  same  capital  re- 
sources and  facilities  for  doing  business 
may  be  present  in  each  of  two  enterprises; 
the  one  may  have  a net  profit  of  $200,000 
per  year,  while  the  other  will  not  pay  ex- 
penses. Under  such  circumstances,  the 
physical  and  contractual  assets  of  each 
would  be  worth  the  same,  but  the  business 
of  the  one  might  be  conservatively  estimajted 
or  valued  at  $2,000,000,  while  the  business 
of  the  other  might  be  considered  worthless. 
A very  large  part  of  the  worth  of  a business 
depends  on  personality,  reputation,  etc. — 
qualities  which  are  not  found  in  its  physical 
properties  and  equipment.  These  may  or 
may  not  appear  as  an  asset  in  a going  con- 
cern. 

CONSIDERATIONS  GOVERNING  THE  APPRAISE- 
MENT OF  DIFFERENT  CLASSES  OF  ASSETS. 

At  this  time  no  attempt  will  be  made  to 
suggest  the  considerations  that  determine 
whether  or  not  “good  will’’  and  “reputa- 
tion” are  to  be  appraised  as  an  asset,  nor 
to  indicate  what  premises  should  be  assumed 
for  the  purpose  of  reaching  a conclusion  as 
to  value  when  an  appraisement  of  these  is 
had.  A few  considerations  are  presented 
with  respect  to  the  valuation  of  physical 
and  contractual  properties. 

THE  APPRAISEMENT  OF  CAPITAL  RESOURCES. 

A classification  which  attempts  to  sepa- 
rately state  capital  resources  presumes  that 


it  is  for  the  purpose  of  a going  concern. 
As  a going  concern,  it  is  to  be  assumed  that 
an  appraisement  is  not  made  for  the  purpose 
of  liquidation,  the  only  exception  being  the 
valuation  of  assets  under  lien  contract  of 
security  for  the  payment  of  debt;  this  class 
will  be  treated  later.  The  valuation  of  cap- 
ital assets  as  such  must  have  reference  to 
administration  and  maintenance,  and  not  to 
salability  or  final  conversion  into  cash.  The 
use  made  of  such  an  estimate  pertains  in  the 
main  to  capital  expenditure — the  amount  of 
capital  investment  represented  by  the  plant 
or  equipment,  and  the  protection  of  invested 
capital  against  future  impairment  by  depre- 
ciation or  otherwise.  The  original  capital 
charges  or  entries  in  property  accounts  are 
to  be  determined  by  the  initial  capital  out- 
lay. Assuming  that  the  outlay  is  fairly  rep- 
resented in  the  accounts,  each  subsequent 
estimate  of  value  for  the  purposes  of  the  go- 
ing concern  must  have  reference  to  current 
provisions  for  repairs,  renewals,  deprecia- 
tion or  loss  to  properties  and  equipment. 
Conservative  judgment  as  to  value,  there- 
fore, must  be  based  on  the  cumulative  ex- 
perience of  the  business  as  to  what  repairs, 
replacements  or  reserves  to  cover  deprecia- 
tion and  loss  should  be  set  up  to  protect 
capital  invested  and  to  forestall  the  distribu- 
tion of  dividends  when  there  are  no  profits 
to  be  divided.  Experience  requires  that  af- 
ter making  good  all  losses  on  account  of 
fire,  flood  or  other  accident  or  casualty,  a 
proper  estimate  be  made  of  “wear  and  tear” 
of  each  class  of  physical  assets.  It  may  be 
found  that  the  average  life  of  a steel  rail 
in  the  service  of  a particular  road  is  ten 
years,  after  which  time,  owing  to  its  light- 
ness or  to  abrasion,  or  to  other  causes,  it 
must  be  laid  aside.  Pine  ties  inay  be  found 
to  last  only  five  years.  Wooden  structures 
may  be  found  to  serve  the  purposes  of  the 
enterprise  twenty  years,  while  brick  and 
stone  structures  may  be  found  in  the  experi- 
ence of  the  company  to  last  fifty  years.  The 
estimate  must  not  only  be  based  on  experi- 
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ence  with  reference  to  wear,  but  also  the 
new  or  changing  character  of  a business 
must  be  taken  into  account.  Competition 
must  also  be  considered ; in  fact  all  of  the 
conditions  necessary  to  success.  But  in  a 
going  concern  at  all  times  and  under  all 
circumstances  the  estimate  as  to  value  of  the 
capital  assets  must  have  reference  to  admin- 
istrative land  proprietary  ends,  and  not  to 
their  salability. 

THE  APPRAISEMENT  OF  CURRE.NT  ASSETS 

.A.  jiroperty  or  asset  which  had  before 
been  used  in  the  business,  but  which  has 
been  laid  aside  and  the  use  of  which  as 
equipment  has  been  discontinued,  is  no 
longer  to  be  considered  as  a capital  re- 
source. Estimates  of  value  of  these,  as  well 
as  of  o>ther  goods  or  properties  not  to  be 
retained  for  continuous  use,  must  have  ap- 
plied to  them  the  test  of  salability  or  con- 
vertibility into  cash.  But  generally  speak- 
ing, it  must  be  considered  that  this  dispo- 
sition is  to  be  made  in  the  regular  course  of 


business.  Conservative  estimates  of  value 
of  such  assets  to  the  business  as  a going 
concern,  therefore,  require  that  the  condi- 
tions under  which  they  are  to  be" realized  on 
should  be  weighed.  Scrap  iron  or  worn-out 
engines  may  have  a value  to  a furnace  com- 
pany as  furnace  supplies.  Again,  it  may  be 
necessary  to  consider  it  as  market  scrap. 
The  product  of  the  factory  as  a current 
asset  ir.ay  be  worth  its  cost;  again  (even 
Avhen  it  is  to  be  disposed  of  in  the  regular 
course  of  trade),  the  market  may  have  fallen 
to  such  an  extent  that  the  value  of  the  prod- 
uct cannot  be  fairly  estimated  at  cost. 
Whatever  the  character  of  the  current  as- 
sets, the  facts  and  conditions  to  be  consid- 
ered are  those  which  pertain  to  their  sala- 
bility or  convertibility  in  the  regular  course 
of  business.  This  is  the  criterion  for  con- 
servative judgment  as  to  value.  y\.n  ap- 
praisement which  does  not  bear  the  stamp 
of  such  judgment  should  not  be  accepted 
by  the  public  accountant. 

(To  be  continued.) 


FIRMS  OR  CORPORATIONS 


BY  E.  G.  SHORROCK,  C.  P.  A. 


The  principal  reason  for  the  formation 
of  an  Audit  Company  is,  apparently,  the 
business  advantage  that  is  expected  to  ac- 
crue from  the  combination  of  a strong 
Board  of  Directors  with  a .sonorous  and 
comprehensive  corporate  name. 

The  Directors  may  or  may  not  take  an 
active  part  in  the  business,  but  they  are 
expected  to  be  “feeders,”  and  their  names 
^are  made  to  play  a conspicuous  part  in  the 
Company’s  advertising  and  are  relied  upon 
as  means  of  influencing  possible  clients  to 
whom  Brown,  Jones  & Robinson,  who,  we 
will  suppose,  are  the  only  Accountants  in 
it  and  comprise  the  real  Company,  may  be 
unknown.  Without  accusing  Brown,  Jones 
& Robinson  of  any  intention  of  sailing  un- 


der false  colors,  it  may  be  asked  whether, 
in  effect,  this  is  not  what  they  are  doing. 

Directors  of  Audit  Companies  either  are, 
or  are  not.  Accountants.  If  they  are  Ac- 
countants, then  they  could  do  their  busi- 
ness equally  well  on  a private  partnership 
basis.  If  they  are  not  Accountants  they 
are,  profesionally  speaking,  out  of  place 
at  the  head  of  an  Accountancy  business. 

It  may  perhaps  be  considered  old-fash- 
ioned and  out  of  date  to  insist  on  the  im- 
portance of  maintaining,  in  professional 
work,  the  principle  of  personal  responsibil- 
ity, but  it  is  worthy  of  note  that  the  lead- 
ing firms  of  Accountants  have  maintained 
that  principle,  and  that  few,  if  any.  Ac- 
countants of  more  than  local  reputation 
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liave  as  yet  found  it  necessary  or  desirable 
to  convert  tliemselves  into  Audit  Com- 
panies. 

In  an  Audit  Company  there  is  no  per- 
sonal responsibility,  either  to  the  public  or 
to  any  professional  body.  It  is  not  sug- 
gested that  the  founders  of  Audit  Com- 
panies have  been  actuated  by  this  circum- 
stance, but  the  condition  reached  by  incor- 
poration is  nevertheless  the  same. 

A Certified  P’ublic  Accountant  is  ac- 
countable to  the  body  wdiich  granted  him 
his  Certificate,  and  it  is  to  be  hoped  that 
as  the  profession  grows  in  importance  and 
as  further  C.  P.  A.  legislation  is  obtained, 
the  jurisdiction  exercisable  by  State  Boards 
and  similar  bodies  will  be  increasingly 
recognized  and  enforced.  It  is  difficult  to 
■see,  however,  that  any  such  jurisdiction 
■can  be  exercised  either  over  Audit  Com- 
panies as  such  or  even  over  Certified  Pub- 
lic Accountants  who  are  members  of  an 
Audit  Company  against  which  complaint 
may  be  made. 

in  the  case  of  a private  practitioner,  the 
•cancellation  of  his  C.  P.  A.  Certificate,  com- 
bined with  expulsion  from  any  profes- 
•sional  Society  to  which  the  offender  may 
belong,  will,  or  should,  have  the  effect  of 
terminating  his  professional  career,  or  at 
least  of  seriously  interfering  with  it,  but 
the  Certified  Public  Accountant  who  is  con- 
nected with  an  Audit  Company  may  quite 
•conceivably  succeed  in  evading  personal 
responsibility  for  the  acts  of  the  Corpo- 
ration, remain  free  to  retain  his  Certifi- 
cate, and  continue  to  practice  eithei:  in  his 
own  name  or  by  forming  another  Audit 
Company. 

Accountants,  including  those  who  are 
connected  with  Audit  Companies,  are, 
presumably,  desirous  that  Accountancy 
shall  become  established  as  one  of  the  pro- 
fessions. Is  the  Audit  Company  likely  to 
aid  in  the  realization  of  that  desire?  To 
-answer  this,  let  us  ask  whether  the  Quack 


Doctor  Syndicates  so  largely  advertised  are 
held  in  high  esteem  by  the  educated  pub- 
lic, and  whether  a Corporation  of  Lawyers, 
should  one  be  brought  into  being  and  ad- 
vertised on  the  same  plan  as  some  of  our 
Audit  Companies,  would  be  likely  to  com- 
mand a large  measure  of  public  confidence 
and  increase  public  respect  for  the  legal 
profession,  especially  if  some  of  its  di- 
rectors were  men  otherwise  totally  un- 
connected with  the  Law  ? 

The'  suggestion  has  been  made  that  the 
scope  of  an  Audit  Company  is  wider  than 
that  of  a private  practitioner.  It  is  sub- 
mitted, however,  that  there  is  no  purely 
professional  work  that  cannot  be  done 
equally  well  by  a private  firm  as  by  an 
Audit  Company.  Some  Audit  Companies 
point  with  satisfaction  to  their  corps  of  en- 
gineers and  other  experts  who  are  avail- 
able for  appraisements  and  similar  work. 
But  surely  Audit  Companies  do  not  possess 
a monopoly  of  such  experts,  whose  serv- 
ices are  ec[ually  at  the  disposal  of,  and  as 
a matter  of  fact  are  frequently  made  use 
of  by,  private  firms.  Neither  is  the  Audit 
Company,  as  such,  any  more  competent 
than  the  private  firm  to  undertake  work 
on  a large  scale. 

To  sum  up,  it  is  submitted : 

1.  That  in  the  formation  of  an  Audit 
Company  the  objects  in  view,  or  attained, 
are 

(aj  An  ornamental  Board  of  Direc- 
tors and  a comprehensive  Cor- 
porate name  to  be  used  for  ad- 
vertising purposes. 

(b)  The  limitation  of  financial  re- 
sponsibility. 

(c)  The  evasion  of  professional  re- 
sponsibility. 

2.  That  the  corporate  principle  is  in- 
jurious to  Accountancy  as  a profession. 

3.  That  a Corporation  is  in  no  way  more 
competent  professionally  than  the  private 
]3ractitioncr. 
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SOME  SPECIAL  POINTS  IN  ACCOUNTANCY  PRACTICE 


BEING  A LECTURE  GIVEN  ON  MARCH  8 BEFORE  THE  SCHOOL  OF  COMMERCE,  ACCOUNTS 

AND  FINANCE,  NEW  YORK  UNIVERSITY 


BY  ARTHUR  LOWES  DICKINSON,  M.  A.,  F.  C.  A.,  C.  P.  A. 


(Continued  from  March  issue.) 

At  January  i,  1901,  the  total  valuation 
might  have  been  expected  to  amount  to 
$552,500,  being  the  valuation  of  July  i, 

1900,  with  the  addition  of  $27,500  undi- 
vided profits.  At  February  28  it  actually 
amounts  to  $52,500  in  excess  of  this 
amount.  This  increase  is  found  by  com- 
parison with  previous  statements  to  be 
made  up  as  regards  $50,000  of  increase  in 
capital  assets  over  and  above  the  actual 
additional  expenditures  involved,  and  as 
regards  $2,500  it  represents  the  profit,  for 
the  two  months  of  January  and  February, 

1901,  which  is  so  much  less  than  that  in 
previous  periods  as  to  call  for  further  in- 
vestigation. The  fact  is  then  disclosed  that 
liabilities  for  expenses,  etc.,  chargeable 
against  the  period  previous  to  January  i, 
1901,  had  not  been  provided  for  to  the 
amount  of  $2,500,  and  also  that  the  inven- 
tory of  manufactured  products  on  hand  at 
January  i,  1901,  had  been  valued  at  mar- 
ket price  instead  of  cost,  while  those  at  the 
end  of  February  had  been  valued  at  cost. 
Fortunately,  the  inventories  of  January  i 
are  forthcoming  and  the  cost  values  are 
approximately  ascertained,  showing  an  ex- 
cess valuation  at  this  date  of  $10,000,  and 
correspondingly  increasing  the  profits  for 
the  two  months  ending  February  28,  which 
are  thus  found  to  have  amounted  to  $15,- 
000. 

The  corporation,  however,  claim  that 
they  are  also  entitled  to  treat  as  profit  the 
increased  value  given  to  the  capital  assets 
in  excess  of  book  figures,  on  the  ground 
that  if  they  were  willing  to  purchase  on  the 
basis  of  the  July,  1900,  balance  sheet  for 


$900,000,  they  have  made  a profit  by  ac- 
quiring assets  to  the  value  of  $50,000  more 
than  they  expected.  Here  again  the  ques- 
tion of  contract  must  be  considered.  What 
was  purchased  was  a business  as  a going 
concern,  and  not  necessarily  in  the  actual 
condition,  as  regards  value,  shown  by  the 
July  balance  sheet.  An  expression  of  val- 
ues in  figures  is  at  best  an  estimate,  more 
or  less  accurate,  while  the  price  paid  is  an 
actual  tangible  fact.  Whatever  physical 
property  is  acquired  under  the  contract 
must  be  held  to  be  the  exact  equivalent  of 
the  price  paid.  If  it  eventually  appears 
that  there  is  more  or  less  value  than  was 
supposed,  so  much  the  better  or  worse  for 
the  purchaser,  but  the  fact  remains  that  he 
paid  a certain  price  for  a certain  property. 
If  the  tangible  assets  acquired  turn  out  to 
be  greater  or  less,  the  intangible  asset  of 
good-will  must  be  less  or  greater  by  an 
equal  amount.  Hence,  in  the  present  case, 
the  overvaluation  of  $10,000  in  inventory 
and  the  undervaluation  of  $50,000  in  capi- 
tal assets  represent  a net  reduction  of  $40,- 
000  in  the  amount  paid  for  good-will,  which 
is  thus  found  to  amount  to  $307,500. 
Finally,  as  a result  of  these  various  adjust- 
ments, the  balance  sheet  at  January  i,  1901, 
is  ascertained  to  be  as  follows,  and  upon 
this  basis  the  books  of  the  new  corporation 
should  be  opened : 

Capital  Assets — 

Land  S 50,000 

Buildings  100,000 

Fixed  plant  and  machin- 
ery   200,000 

Loose  tools 30,000 


$380,000 
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Current  Assets — 

Inventories  of  manufac- 
tured products,  stores 

and  material 112,500 

Accounts  receivable....  95,000 

Cash  28,000 

235,500 

Less  Current  Liabilities — 

For  accounts 

payable  $20,500 

For  interest  to 

vendors  2,500  23,000  212,000 


$592,500 

Leaving  to  represent  good-will . . . 307,500 


$900,000 

The  overvaluation  of  inventories  found 
to  exist  above  is  a frequent  occurrence  on 
the  sale  or  transfer  of  a business.  In  sell- 
ing stocks  of  material,  and  partly  and 
wholly  manufactured  products  on  hand,  the 
vendor  is  clearly  entitled,  in  default  of  any 
provision  to  the  contrary,  to  claim  the  full 
market  price.  On  the  other  hand,  the  pur- 
chaser, if  he  pays  the  full  market  price, 
runs  the  risk  of  making  no  profits,  or  even 
of  making  a loss  on  the  realization  of  these 
products.  Hence,  it  is  usual  for  the  con- 
tract to  contain  a provision  that  the  goods 
on  hand  shall  be  valued  at  cost ; in  the 
case  under  consideration,  either  this  was 
not  the  case  or  proper  care  was  not  exer- 
cised by  the  purchaser  in  examining  this 
asset.  But  cost  is  the  correct  basis,  and  the 
adjustment  made  in  the  case  under  con- 
sideration is  the  only  fair  way  of  dealing 
with  the  matter. 

Accounts  receivable  should  be,  and  usu- 
ally are,  guaranteed  by  the  vendors  to  the 
full  amount,  but  if  not,  a loss  may  be  in- 
curred on  the  realization  thereof,  and  this 
again  would  mean  that  the  corporation  had 
paid  less  for  book  debts  and  more  for 
good-will  than  it  originally  anticipated. 
Similarly,  if  the  liabilities  eventually  found 


to  be  payable  exceed  those  stated  in  the 
balance  sheet  on  which  the  contract  was 
based,  and  no  recovery  were  possible  from 
vendors,  the  excess  would  mean  a further 
addition  to  the  price  paid  for  good-will. 

In  theory  the  haggle  of  the  market  set- 
tles the  price  as  between  an  independent 
seller  and  purchaser,  and  although  in  the 
formation  of  the  large  majority  of  modern 
corporations,  through  the  intervention  of 
syndicates,  the  vendors  and  purchasers  are 
one  and  the  same,  the  only  safe  and  sound 
method  of  accounting  is  to  assume  that  the 
same  principles  applies  as  in  the  case  of 
a bona  fide  sale,  and  it  is  probable  that  in 
every  case  in  which  the  organization  is 
thoroughly  sifted  by  the  courts  these  prin- 
ciples would  be  upheld. 

In  our  assumed  case  it  will  be  noted  that 
the  corporation  were  easily  able  to  adjust 
the  accounts  to  a proper  basis,  as  the  books 
were  well  kept  and  the  inventory  valuations 
at  previous  dates  were  available.  Unfortu- 
nately in  practice  this  state  of  affairs  is  the 
exception  rather  than  the  rule,  and  it  is 
consequently  often  a matter  of  great  diffi- 
culty to  arrive  at  any  basis  for  a proper 
adjustment,  even  when  it  is  obvious  that 
the  books  do  not  disclose  the  real  facts. 
It  is  in  such  cases  that  the  experience  of 
the  public  accountant  stands  him  in  good 
stead,  and  a knowledge  of  where  to  look, 
and  of  the  elements  involved,  enables  him 
to  arrive  at  a substantially  correct  solution. 

In  concluding  the  history  of  our  imagi- 
nary corporation,  the  following  may  be 
suggested  as  a useful  exercise  in  book- 
keeping, viz. : Assume  that  the  company 

has  already  opened  its  books  on  the  basis 
of  the  July,  1900,  balance  sheet,  and  had 
taken  credit  in  its  profit  and  loss  accounts 
for  the  profits  earned  during  the  six 
months  to  January  i,  1901,  and  then  make 
the  necessary  journal  entries  to  correct 
their  books  and  bring  them  into  accord 
with  the  final  adjusted  balance  sheet  of 
January  i. 
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INVENTORY  VALUATIONS. 

Important  accounting  principles  are  in- 
volved in  the  accurate  determination  of  in- 
ventory valuations.  Profits  can  only  be 
made  out  of  a sale,  or  exchange  of  one 
commodity  for  another  of  a definite  and 
realizable  cash  value.  The  mere  increase 
in  the  market  value  of  an  article  which  it 
is  not  intended  to  sell  at  that  time,  cannot 
be  considered  as  a profit,  for  the  reason 
that  the  article  may  never  be  sold  at  that 
price  and  the  paper  profit  may  never  be 
realized.  The  object  of  the  profit  and  loss 
account  of  a manufacturing  or  trading  con- 
cern is  to  ascertain  as  closely  as  possible 
the  profits  which  have  been  realized  on 
sales  actually  made ; and  for  this  reason 
raw  materials  on  hand  and  products  partly 
or  wholly  manufactured,  but  not  sold, 
should  be  entirely  eliminated.  In  practice 
this  result  is  obtained  by  valuing  them  at 
cost,  no  more  and  no  less,  and  so  exactly 
offsetting  the  materials,  labor  and  expenses 
charged  to  profit  and  loss  account,  in  so  far 
as  the  result  of  their  combination  in  man- 
ufacturing processes  is  still  uncompleted 
and  unsold. 

On  the  other  hand,  a balance  sheet  is 
required  to  show  the  true  financial  position 
as  a going  concern.  The  inventory  at 
actual  cost  may  represent  more  or  less 
than  the  market  value,  and,  therefore,  over- 
state or  understate  the  assets,  but  to  change 
the  valuation  would  be  to  take  up  a profit 
or  provide  for  a loss  which  might  never 
be  realized  owing  to  subsequent  changes 
in  the  market  value.  Sound  commercial 
principles  require  that  no  credit  be  taken 
for  profits  until  they  are  realized,  and, 
further,  that  if  there  is  any  possibility  that 
what  reinains  unsold  may  not  realize  its 
cost,  a proportion  of  the  realized  profits  on 
sales  which  have  been  made  should  be  car- 
ried forward  to  cover  these  possible  losses. 
It  is  accordingly  generally  recognized  as  a 
sound  accounting  principle  that  if  the  cost 
value  of  the  inventory  exceeds  the  market 


value,  a reserve  should  be  created  to  bring 
it  down  to  that  value,  while,  on  the  other 
hand,  if  the  market  valuation  exceeds  the 
cost,  no  credit  should  be  taken  for  the 
profits  until  they  are  realized  by  an  actual 
sale.  This  rule  is  of  considerable  impor- 
tance where  the  inventories  at  the  end  of 
successive  years  show  a progressive  in- 
crease. If  they  be  valued  above  cost,  prof- 
its are  shown  each  year,  which  are  in  an- 
ticipation of  those  of  succeeding  years,  and 
a large  fictitious  asset  is  created,  which,  by 
a subsequent  fall  in  market  values,  may 
be  entirely  valueless.  In  a quite  recent 
case  the  directors  of  a corporation  have 
been  held  personally  liable  for  a sum  of 
$1,000,000  in  respect  of  dividends  distrib- 
uted to  stockholders  out  of  fictitious  profits 
created  in  just  this  wa\L 

The  importance  of  a valuation  at  cost 
emphasizes  the  necessity  of  such  a system 
of  accounting  as  will  enable  cost  to  be  ac- 
curately ascertained.  The  theory  of  cost 
accounting  is  merely  an  elaboration  of  or- 
dinar}'  bookkeeping,  and  its  difficulty  lies 
almost  entirely  in  a correct  ascertainment 
of  the  elements  that  enter  into  it.  There 
is  no  theoretical  difficulty  in  keeping  a rec- 
ord of  the  number  of  hours,  human  and 
machine,  and  the  quantity  of  material  that 
enters  into  any  process  of  manufacture,  but 
the  practical  difficulties  arise  from  the  large 
number  of  operations,  the  chances  of  error 
in  the  tabulation  of  hours  worked  and 
quantities  consumed,  loss  of  weight  in 
process  and  many  other  minor  points, 
coupled  with  the  necessity  of  an  economical 
operation  of  the  cost  accounting  system. 

Up  to  this  point  no  questions  of  princi- 
ple arise.  But  there  are  innumerable  other 
expenses  which  cannot  be  allocated  to  any 
particular  operation  and  yet  are  essential  to 
all  operations,  such  as  steam  power,  light, 
heat,  taxes,  insurance,  general  supervision 
and  cost  accounting;  and  the  determination 
of  the  proportion  in  which  these  expenses 
should  be  distributed  to  the  different  proc- 
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esses  is  a problem  which  is  incapal)lc  of  an 
absolutely  accurate  solution.  Almost  every 
business  differs  in  this  respect,  and  various 
methods  arc  adopted  for  arriving  at  an  ap- 
proximation to  the  result.  The  one  essen- 
tial is  that  the  total  amount  absorbed  in 
the  cost  over  any  period  shoidd  not  materi- 
ally exceed,  or  fall  short  of,  the  total  of  all 
such  expenses  incurred  during  that  period. 

A further  difficulty  lies  in  the  fact  that  it 
is  not  always  possible  to  draw  a hard  and 
fast  dividing  line  between  expenses  directly 
chargeable  to  manufacture  and  expenses 
not  so  chargeable.  There  are  expenses  of 
supervision,  bookkeeping  and  general  man- 
agement, which  cannot  be  specifically  di- 
vided between  the  different  departments 
of  manufacture,  sale  and  collection,  and  the 
general  management  of  the  corporate  or- 
ganization. The  first  division  only  would 
enter  into  the  cost  of  manufacture,  while 
the  second  and  third  would  be  chargeable 
only  against  the  gross  profits  resulting 
from  the  sales,  and  the  fourth  would  be 
chargeable  against  the  profits  of  the  whole 
undertaking.  A thorough  understanding 
of  the  business,  a careful  analysis  and  ap- 
portionment of  the  duties  of  individuals, 
and  a general  knowledge  of  the  manner 
in  which  each  item  of  expense  affects  the 
different  departments  is  necessary  to  arrive 
at  even  an  approximate  division,  and  at 
best  the  basis  adopted  is  somewhat  arbi- 
trary. 

The  question  continually  arises  whether 
interest  in  any  form  should  be  considered 
as  part  of  the  cost  of  manufacture.  It  is 
true  that  manufacture  takes  time  and  in- 
volves the  lock-up  of  money  for  certain 
periods,  and  that  this  money  should  for 
those  periods  be  earning  interest.  On  the 
other  hand,  it  must  be  remembered  that  in- 
terest is  only  one  form  of  profit,  that  the 
object  of  any  business  is  to  earn  profit,  that 
each  operation,  as  well  as  each  department, 
is  only  one  in  a series,  none  of  which  is 
complete  in  itself,  and  the  whole  of  which 


arc  necessary  to  the  complete  process  of 
manufacture  and  sale,  out  of  which  alone 
can  any  profit  be  earned.  To  charge  in- 
terest into  costs  is  in  effect  to  add  to  those 
costs  a certain  amount  of  profit  before  it 
has  been  matle,  and  is,  therefore,  against 
sound  commercial  and  accounting  princi- 
ples. It  is  sometimes  claimed  that  as  in- 
terest on  loan  capital,  from  the  point  of 
view  of  the  owner  or  stockholder,  is  an 
ex])ense,  it  therefore  should  be  treated  as 
part  of  the  cost  of  manufacture,  but  such 
a contention  entirely  loses  sight  of  the  fact 
that  such  capital  is  raised  for  the  purpose 
of  conducting  the  business,  and  is  remu- 
nerated by  a strictly  defined  share  of 
the  profits  earned  in  that  business.  It 
is  true  that  interest  is  usually  payable, 
whether  there  are  profits  earned  or  not, 
but  it  must  ultimately  be  met  out  of  profits, 
and  it  is  merely  one  of  the  incidental  con- 
ditions of  the  loan  that  the  lender  is  to  be 
paid  his  share  of  the  profits  at  regular 
dates,  and  frequently  in  advance  of  any 
such  profits  being  earned. 

Here  it  may  be  well  to  point  out  a dis- 
tinction which  should  be  more  widely  rec- 
ognized than  it  is  between  the  profits  of  an 
undertaking  and  the  profits  of  a particular 
section  of  these  who  contribute  the  capital 
required,  as  for  instance  the  stockholders 
of  a corporation.  The  profit  of  an  under- 
taking is  the  difference  between  the  sale 
price  and  the  cost  of  its  products  after 
deducting  therefrom  the  expense  of  dis- 
posing of  the  same.  The  manner  in  which 
the  capital  is  raised  cannot  affect  the  profit 
in  any  way,  but  merely  the  distribution 
thereof  between  the  different  interests  by 
whom  the  capital  is  contributed,  or,  in 
other  words,  interest  on  borrowed  capital 
is  as  much  a part  of  the  profit  of  the  un- 
dertaking as  is  dividend  on  capital  stock 
of  a corporation,  or  the  profits  which  ac- 
crue to  the  individual  owner. 

The  accuracy  of  the  periodical  state- 
ments of  earnings  of  manufacturing  con- 
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cerns  depends  to  a large  extent  upon  that 
of  the  inventory,  both  as  to  quantity  and 
value.  Without  such  an  inventory  it  is 
impossible  to  ascertain  the  earnings,  and 
yet  the  delay  and  expense  involved  pro- 
hibit a physical  taking  thereof  at  short 
intervals,  which  in  most  cases  would 
necessitate  a complete  shutting  down  of 
the  works  for  a period  some  times  of 
weeks,  and  a consequent  loss  of  business. 
Up  to  comparatively  recent  times  it  was 
the  practice  to  take  such  inventories  once 
a year,  closing  the  works  at  a suitable  date 
for  that  purpose,  but  the  demand  on  the 
part  of  directors  and  stockholders  for 
more  frequent  statements  of  earnings  has 
necessitated  some  method  of  arriving  at 
the  approximate  value  of  stocks  on  hand 
without  the  expense  and  delay  involved  in 
a physical  enumeration  thereof.  The  skill 
of  accountants  throughout  the  country  has 
by  degrees  evolved  a system  of  book 
records  continuous  throughout  the  year,  of 
materials,  work  in  process  and  manufac- 
tured products,  and  enables  a book  in- 
ventory to  be  taken  each  month  so  accu- 
rately that  the  closing  down  of  large  works 
for  this  purpose  is  now,  unless  in  excep- 
tional circumstances,  almost  unknown. 

These  book  records  consist  of  accounts, 
both  of  quantity  and  value,  kept  for  each 
class  of  material  and  manufactured  prod- 
uct, based  on  accurate  returns  of  the  quan- 
tities received  and  consumed,  and  time  ex- 
pended, and  balancing  with  the  principal 
books,  so  far  as  money  values  are  con- 
cerned. The  quantity  and  values  of  re- 
ceipts are  obtained  from  the  original  bills, 
analyzed  and  charged  to  the  respective 
store  accounts.  The  consumption  records 
are  obtained  from  a very  large  number  of 
small  individual  records  of  time  and  ma- 
terial expended  in  the  various  productive 
operations ; these  are  collected  together, 
classified  and  summarized,  and  charged 
and  credited  to  the  respective  production 
and  material  accounts  on  ordinarv  book- 


keeping principles,  with  the  result  that  the 
balance  left  on  any  material  account  repre- 
sents the  quantity  on  hand,  and  the  bal- 
ance on  any  production  account  after  cred- 
iting the  finished  product  represents  the 
value  of  the  uncompleted  work. 

It  might  be  supposed  that  the  consump- 
tion reports  made  up  by  workingmen,  often 
illiterate,  and  with  no  idea  of  the  purpose 
for  which  the  records  are  required,  would 
be  so  inaccurate  as  to  be  useless  for  prac- 
tical purposes,  but  a little  consideration 
will  show  that,  apart  from  any  deliberate 
attempt  at  falsification,  errors  would  tend 
to  offset  each  other  and  the  resulting  dif- 
ference should  be  comparatively  small  in 
proportion  to  the  totals  involved.  In  fact 
as  in  so  many  other  problems  of  everyday 
life,  the  principle  of  averages  obtains,  and 
the  final  results  as  a rule  are  found  to  be 
surprisingly  accurate  if  ordinary  precau- 
tions are  adopted. 

As  any  particular  material  in  stock  is 
reduced  to  a low  point,  a physical  inven- 
tory thereof  is  easily  taken,  compared  with 
the  book  records,  and  any  discrepancies  ad- 
justed, and  by  this  means  almost  the  whole 
of  the  material  accounts  are  verified  physi- 
cally at  least  once  in  the  course  of  each 
year  without  any  interruption  of  the  ordi- 
nary business.  In  the  case  of  large  bulk 
stocks,  such  as  ore,  pig-iron,  etc.,  the  prob- 
lem is  a more  difficult  one,  because  it  may 
be,  and  frequently  is,  a period  of  some 
years  before  the  piles  in  which  these  arti- 
cles are  kept  are  reduced  to  a sufficiently 
small  quantitv  to  enable  any  accurate  in- 
ventory to  be  taken.  In  these  cases,  how- 
ever, it  is  usual  to  allow  a small  extra 
percentage  on  the  consumption  to  cover 
waste  or  loss,  with  the  result  that  in  prac- 
tice the  physical  test  more  often  shows  an 
excess  over  the  book  record  than  other- 
wise. 

Material  in  process  of  manufacture  can 
usuallv  onlv  be  phvsically  vertified  when 
the  proces.«;  is  entirely  completed,  which 
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may  be  after  weeks,  months,  or,  in  large 
contracts,  even  years.  But  by  a subdi- 
vision of  accounts  into  different  processes 
and  small  units,  the  book  records  are  being 
continually  verified  at  each  end,  that  is,  by 
the  labor  and  material  which  is  known  to 
have  gone  in  and  by  the  finished  product 
which  is  known  to  have  come  out,  and 
provided  that  the  values  at  which  the  ma- 
terial is  charged  in,  and  the  finished  prod- 
uct credited  out,  are  approximately  in  ac- 
cordance with  the  facts,  the  resulting  bal- 
ance of  work  still  in  progress  must  be  sub- 
stantially correct  also. 

In  all  these  accounts  the  month  is  the 
unit  of  time  most  usually  adopted,  and  the 
value  at  which  a month’s  consumption  of 
material  should  be  charged  out  is  of  some 
importance.  The  safest  rule  is  to  assume 
that  the  stocks  at  the  beginning  of  the 
month  are  first  exhausted,  or,  in  other 
words,  to  bring  down  the  stock  at  the  close 
at  the  cost  of  the  receipts  for  the  month, 
up  to  the  amounts  of  such  receipts  and  for 
the  balance  at  the  commencing  value ; the 
balance  of  the  account  representing  the  cost 
of  the  quantity  consumed.  But  this  rule 
requires  to  be  followed  with  care,  because 
it  might  happen,  for  exceptional  reasons, 
that  the  cost  for  that  month  was  either 
very  much  above  or  very  much  below  the 
average,  and  that  the  stocks  should  be  ad- 
justed to  a more  normal  valuation. 

The  system  here  roughly  outlined  has  not 
only  obviated  the  loss  and  expense  involved 
in  taking  a complete  physical  inventory 
once  a year,  but  has  also  enabled  book  rec- 
ords to  be  maintained  of  sufficient  accur- 
acy to  justify  the  declaration  of  dividends 
out  of  profits  so  ascertained. 

CONSTRUCTION  EXPENDITURE. 

The  problems  involved  in  the  considera- 
tion of  the  proper  charges  to  be  made  for 
construction  work  are: 

I.  The  correct  ascertainment  of  the  ac- 
tual labor  and  material  expended  thereon, 


which,  if  proper  records  be  kept,  is  a com- 
paratively easy  matter,  and 

2.  The  determination  of  the  amount,  if 
any,  which  should  be  added  to  these  di- 
rect costs  for  general  and  management  ex- 
penses, and  possibly  for  interest.  In  a go- 
ing concern  a conservative  course  is  gen- 
erally adopted,  and  no  additions  are  made 
to  the  labor  and  material  cost  for  expen- 
diture of  moderate  amounts  on  additions 
to  the  property,  while,  on  the  other  hand, 
if  a new  and  distinct  plant  were  in  course 
of  construction,  and  producing  no  earnings 
from  operation,  the  whole  of  the  adminis- 
tration expenses  and  the  interest  paid  on 
loans  raised  for  this  especial  purpose 
would  necessarily  be  charged  to  construc- 
tion account,  and  rightly  so,  being  neces- 
sary elements  of  completing  the  work. 
This  at  once  raises  the  question  that  what 
is  reasonable  and  proper  in  the  latter  case 
should  also  be  reasonable  and  proper  in 
the  former,  particularly  if  facilities  are  em- 
ployed which  would  otherwise  be  available 
on  profitable  work  for  outside  parties. 

It  must,  however,  be  remembered  that 
profits  can  only  be  made'  out  of  the  sale 
of  products,  and  that  it  is,  therefore,  in- 
correct that  a concern  should  take  credit 
for  profits  on  work  which  is  not  intended 
for  sale,  and  will,  in  all  probability,  never 
be  sold  as  long  as  the  concern  is  continu- 
ing to  carry  on  business.  It  would  follow 
then  that  no  charge  should  be  made  to 
construction  for  expenses  which  would 
have  been  equally  incurred  if  there  had 
been  no  such  construction,  and  would  in 
that  case  have  been  charged  against  profits, 
although  if  special  loans  have  been  raised 
to  provide  funds  for  construction  pur- 
poses, and  a special  staff  of  employes  is 
maintained  for  this  sole  purpose,  it  would 
seem  quite  legitimate  that  the  interest  paid 
on  such  loans,  and  the  salaries  of  the  spec- 
ial staff,  should  be  charged  to  construction 
account  until  the  work  under  construction 
is  in  full  operation.  Any  other  method 
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might  result  in  the  creation  of  paper  or 
fictitious  profits,  which  would  not  be  real- 
ized as  long  as  the  property  was  operated, 
and  might  never  be  realized  on  an  ultimate 
sale  thereof.  A good  instance  is  the  case 
of  a railroad  building  large  extensions,  the 
material  for  which  in  considerable  quanti- 
ties is  carried  over  its  own  road.  The 
freight  on  this  material  forms  part  of  the 
earnings  of  the  road,  and  if  the  new  con- 
struction hears  a large  proportion  to  the 
mileage  in  operation,  the  earnings  would  be 
swelled  to  abnormal  proportions  by  the  ad- 
ditional traffic  so  created,  and  the  road  will 
appear,  for  a short  period,  to  be  earning 
profits  entirely  out  of  proportion  to  those 
derived  from  its  normal  operations.  The 
whole  of  this  increase  is  really  fictitious 
and  does  not  add  to  the  value  of  the  stock 
in  any  way. 

Managers  of  the  operating  departments 
of  a factory  frequently  claim  that  they 
should  be  allowed  to  charge  a profit  on 
construction  work  carried  out  for  their 
own  mills,  on  the  ground  that  if  the  work 
were  done  outside  they  would  have  to  pay 
a profit,  and  at  the  same  time  would  set 
free  their  own  facilities  to  carry  out  addi- 
tional work  at  a profit  for  outside  custom- 
ers, and  they  even  go  so  far  as  to  say  that 
if  they  cannot  charge  a profit  on  construc- 
tion work  carried  out,  they  will  in  future 
have  the  work  done  on  outside  contracts. 
It  must  be  admitted  that  this  is  a plausible 
argument,  but  a little  further  considera- 
tion will  show  that  it  is  fallacious.  There  is 
here  a confusion  between  a profit  and  a 
saving.  The  reason  that  a concern  under- 
takes its  own  construction  work  in  place 
of  letting  outside  contracts  therefor,  is  that 
it  can  by  that  means  effect  a saving  in  its 
expenditure  by  taking  advantage  of  its  own 
capital  and  facilities  to  carry  out  the  work 
instead  of  using  the  organization  and  the 
capital  of  others,  upon  which  it  would  have 
to  pay  a profit.  The  saving  so  effected  is 
of  considerable  advantage,  in  that  it  reduces 


the  amount  of  capital  invested  and  its  fu- 
ture earnings  will  represent  a larger  re- 
turn on  the  investment.  Moreover,  it  is 
seldom  true  that  the  use  of  its  own  facili- 
ties for  construction  expenditure  really 
means  the  throwing  away  of  profitable 
work  for  outsiders,  which  would  otherwise 
have  been  undertaken.  It  is  doubtful  if 
any  well  managed  concern  ever  refuses 
profitable  orders,  because  of  its  own  con- 
struction work.  Its  organization  can  and 
will  almost  automatically  expand  suffi- 
ciently to  provide  for  any  increase  in  its 
operations  which  is  likely  to  be  thrown 
upon  it.  Moreover,  if  a sum  be  added  to 
the  cost  of  construction  and  credited  to 
profit  and  loss,  to  represent  the  profit 
which  would  have  been  earned  by  the  com- 
pany if  the  work  had  been  done  for  out- 
siders instead  of  for  itself,  this  profit  can 
only  be  made  available  for  distribution  by 
increasing  the  amount  of  capital  contrib- 
uted for  the  new  construction  work,  and  it 
can  hardly  be  considered  good  financial 
policy  to  increase  indebtedness  for  the  pur- 
pose of  paying  dividends.  The  only  sound 
principle  that  can  be  adopted  is  to  charge 
to  construction  all  costs  and  expense's 
which  are  directly  attributable  to  that  con- 
struction, but  nothing  for  indirect  ex- 
penses, interest  or  profit. 

MAINTENANCE  AND  DEPRECIATION  CHARGES. 

The  sufficient  provision  continuously  for 
the  wear  and  tear  of  property  due  to  oper- 
ation is  a subject  of  daily  concern  to  the 
accountant,  and  of  vital  importance  to  the 
investing  community.  There  are  many 
undertakings  which  can  be  carried  on  for 
a long  period  of  years  without  any  appar- 
ent damage,  upon  small  expenditures  for 
the  keep-up  plants,  but  there  is  always  an 
insidious  and  unseen  waste  going  on  day 
hy  day  and  year  by  year,  which  must 
sooner  or  later  result  either  in  reduced  effi- 
ciency or  in  largely  increased  expenditure 
on  renewals.  During  these  early  years  large 
profits  may  be  shown  and  even  perhaps 
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clistribuled,  unlil  the  increasing  cost  of  pro- 
duction, owing  to  lower  efficiency  of  the 
plant,  or  the  increasingly  heavy  cost  of 
maintenance  to  keep  the  plant  efficient, 
may  turn  those  profits  into  losses,  and 
leave  the  undertaking  in  a dangerous 
financial  condition.  It  is  not  many  years 
since  the  railway  industry  was  reduced  to 
such  a condition,  largely  owing  to  these 
causes,  and  while  more  conservative  poli- 
cies are  now  in  fashion,  there  are  signs  in 
other  directions,  and  particularly  in  elec- 
trical enterprises,  of  a recrudescence  of 
this  vicious  principle.  And  yet,  if  sound 
accounting  principles  were  adopted,  and 
the  theory  of  the  wear  and  tear  of  plant 
and  machinery  were  really  thoroughly  un- 
derstood and  lived  up  to,  there  would  be 
no  necessity  for  any  such  condition.  Where 
the  exact  cost  of  the  construction  assets  of  a 
concern  is  known,  which  it  always  is  at 
some  point  of  its  history,  it  is  a compara- 
tively easy  matter  for  the  accountant,  either 
as  a result  of  his  own  experience  or  in  con- 
sultation with  engineers,  to  determine  ap- 
proximately a conservative  and  safe  term 
of  years  to  represent  the  probable  average 
life  of  different  classes  of  plant,  machinery, 
etc.,  on  the  assumption  that  ordinary  recur- 
ring repairs  are  made  from  time  to  time 
and  charged  to  operating  expenses.  On 
this  basis  provision  should  be  made  each 
year  for  renewing  the  proportion  of  the 
original  cost  equivalent  to  the  estimated 
life,  so  that  by  the  end  of  that  term  the 


whole  is  provided  for.  If  this  provision  be 
carried  to  the  credit  of  a renewal  fund,  any 
expenditures  incurred  for  renewals,  re- 
placements or  improvements  on  these  as- 
sets which  increase  the  life  thereof,  should 
then  be  charged  against  this  fund.  This 
is  the  theory,  but,  unfortunately,  it  is  diffi- 
cult to  carry  it  out  in  practice.  In  corpo- 
rations particularly,  it  is  often  a matter  of 
impossibility  to  ascertain  the  actual  cost 
of  the  different  classes  of  assets,  mainly 
from  the  neglect  of  sound  principle  of  ac- 
counting. The  owners  may  wish  to  be 
conservative,  and  will  charge  to  the  opera- 
tions of  a year  the  cost  of  improvements 
and  additions  which  increase  the  capacity 
of  their  plants,  keeping  no  records  thereof 
in  their  books,  or,  on  the  contrary,  they 
may  wish  to  inflate  their  profits  and  will 
charge  all  their  repairs  to  the  asset  account. 
Both  cases  are  frequent  in  practice  and 
both  are  equally  to  be  condemned.  Again, 
if  an  undertaking  has  been  sold  by  the 
original  owners  to  a corporation,  and  that 
corporation  has  again  been  absorbed  by 
another  corporation,  and  so  on,  the  original 
cost  and  values  are  entirely  lost  in  one  large 
total,  including  physical  assets,  good  will 
and  promoters’  profits,  and,  as  valuations  in 
such  cases  are  rare,  neither  the  original  cost 
nor  the  present  value,  nor  even  the  classi- 
fication of  assets,  can  be  obtained,  either 
from  the  books  or  any  other  records. 

(To  be  continued.) 


POSSIBILITIES  OF  THE  PROFESSION 


BY  ERNEST  RECKITT,  C.  P.  A. 


The  Profession  of  the  Public  Accountant 
is  the  product  of  modern  methods  of 
transacting  business  and  also  of  that  keen 
competition  which  makes  itself  felt  in 
every  line  of  trade  and  commerce.  It  may 
be  stated  that  the  Public  Accountant  stands 


in  the  same  relation  to  all  matters  affec- 
ting the  organization  and  supervision  of 
records  of  accounts  and  costs  that  the  Ar- 
chitect bears  to  the  erection  of  a building. 
As  the  Architect  must  be  equally  familiar 
with  the  construction  of  a cottage,  a hos- 
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pital  or  a factory,  so  the  Public  Accountant 
must  have  an  intimate  knowledge  of  the 
best  forms  of  accounts  in  all  classes  of  bus- 
inesses, and  when  engaged  upon  a critical 
examination  of  same,  must  know  where  to 
expect  to  find  the  weak  places  where  losses 
may  occur.  It  is  not  expected  of  the  Ar- 
chitect that  he  should  be  a bricklayer  or  a 
plumber,  neither  must  the  Public  Account- 
ant be  necessarily  expected  to  be  a book- 
keeper in  so  far  as  the  mere  keeping  of 
the  records  is  concerned  or  the  speed  with 
which  he  might  add  a column  of  figures  or 
make  a given  number  of  postings.  Like 
the  Architect,  the  Public  Accountant  is  a 
designer  and  creator,  but  instead  of  de- 
signing buildings  he  organizes  and  creates 
systems  of  accounts  and  costs,  and  from 
his  knowledge  of  the  needs  of  his  client  he 
obtains  all  the  required  information  from 
various  sources  with  the  minimum  amount 
of  labor  and  brings  it  together  into  con- 
cise and  valuable  statements  that  any  lay- 
man can  understand  and  appreciate. 

The  rapid  growth  of  this  profession  in 
this  country  during  the  past  few  years  and 
its  increasing  appreciation  on  the  part  of 
the  public,  makes  it  one  which  should  ap- 
peal to  young  men  who  are  naturally  en- 
dowed with  those  qualifications  which  con- 
stitute a Public  Accountant,  and  who  are 
in  doubt  as  to  what  line  of  work  to  enter 
upon.  The  professions  of  law  and  medicine 
are  already  overcrowded,  the  investment  of 
capital  in  a small  business  is  becoming 
daily  more  hazardous,  so  that  the  fact  that 
so  few  college  men  enter  the  profession  of 
Public  Accountancy  is  undoubtedly  due  to 
its  being  one  of  comparatively  recent  date, 
and  because  they  are  ignorant  of  the  ex- 
cellent opportunities  that  this  field  of  work 
opens  up. 

The  opportunities  for  success  in  this 
profession,  however,  are  not  due  to  any 
less  exercise  of  energy,  application  and 
study,  than  in  other  professions,  but  is 
solely  on  account  of  the  many  calls  on  the 


part  of  the  public  for  the  highest  class  of 
service  that  an  accountant  can  give,  and 
this  demand  being  in  excess  of  the  pres- 
ent supply.  Mediocre  or  second-rate  abil- 
ity will  no  more  contribute  toward  success 
in  this  profession  than  in  any  other  line 
of  work,  but  what  is  claimed  is  that  to 
men  of  ability  the  chances  of  securing  a 
comfortable  income  are  more  favorable 
than  in  other  professions.  Furthermore, 
his  training  fits  him  to  occupy  most  profit- 
able and  responsible  positions  outside  of 
the  Accountancy  profession  to  a far  greater 
extent  than  in  other  professions. 

Having  discussed  briefly  the  opportuni- 
ties of  the  profession  from  a material 
standpoint,  it  may  not  be  out  of  place  to 
speak  a few  words  as  to  the  standing  of  a 
Public  Accountant  among  his  fellow  men. 
Every  young  man  of  ambition  wishes  to 
feel,  and  rightly  so,  that  he  is  entering 
upon  a business  or  profession  which  stands 
high  in  the  regard  of  his  friends  and  as- 
sociates. For  the  profession  of  Account- 
ancy as  it  is  to-day,  no  apologies  are  nec- 
essary. The  relation  which  exists  between 
the  Public  Accountant  and  his  client  is  a 
personal  one,  involving  on  the  part  of  the 
former  an  intimate  knowledge  of  all  of  his 
client’s  most  private  affairs.  The  Public 
Accountant  must  therefore  have  a reputa- 
tion above  reproach,  to  be  worthy  of  the 
confidences  reposed  in  him.  Furthermore, 
the  work  which  an  accountant  is  employed 
to  perform  requires  a higher  order  of  skill 
and  ability  than  the  man  of  mediocre  at- 
tainments could  cope  with.  Therefore  both 
as  regards  to  personal  character  and  brain 
capacity,  only  the  best  of  each  is  good 
enough  for  the  accountant  who  would  be 
successful. 

The  meaning  of  the  term  Public  as  a 
prefix  to  the  name  Accountant  has  often 
puzzled  those  who  have  not  had  its  cause  ex- 
plained, and  a few  words  on  this  subject 
in  this  place  will  further  elucidate  the  du- 
ties of  the  Public  Accountant.  One  of  the 


TKe  Auditor 


189 


most  important  functions  of  the  Accountant 
and  Auditor  is  to  certify  to  the  accuracy 
of  statements  representing  the  financial  con- 
ditions of  businesses  both  as  to  their  present 
Assets  and  Liabilities  and  their  past  Profits 
and  Losses.  Whether  these  certificates  be 
published  or  only  used  for  private  circula- 
tion, the  public  is  deely  interested,  for  from 
the  presentation  of  the  figures  certified  to, 
the  value  of  the  business  or  of  the  capital 
stock  of  a corporation  will  largely  depend. 
Fortunes  may  be  lost  or  made  by  errors 
creeping  into  such  statements,  or,  as  Mr. 
Lawrence  R.  Dicksee,  a widely  known  Char- 
tered Accountant  of  England,  puts  it : 
“Auditing  is  much  too  serious  a matter  to 
be  trifled  with ; the  evil  that  can  be  wrought 
by  an  incompetent  auditor  is  hardly  less 
vital,  and  is  infinitely  more  extensive,  than 
that  which  may  be  exercised  by  an  unquali- 
fied medical  practitioner.  The  latter,  if  he 
be  the  possessor  of  an  extensive  practice, 
may  poison  a hundred  or  so  patients  in  the 
course  of  his  career;  but  the  former  can, 
while  merely  confining  his  attentions  to  the 
affairs  of  one  undertaking,  readily  accom- 
plish the  ruin  of  tens  of  thousands  in  a 
much  shorter  period.” 

Realizing  the  necessity  of  the  public  hav- 
ing some  means  by  which  they  can  dis- 
criminate between  the  qualified  public  ac- 
countant and  the  unqualified  public  account- 
ant, the  legislatures  of  the  states  of  New 
York,  New  Jersey,  Pennsylvania,  Illinois, 
Maryland,  California  and  Washington  have 
all  passed  laws  creating  the  title  of 
Certified  Public  Accountant,  and  granting 
same  upon  due  examination  to  all  such  as 
can  show  that  they  are  qualified.  The  laws 
as  passed  by  these  states  are  not  restrictive 
in  their  character,  as  they  do  not  prevent 
any  person  from  practicing  as  a Public 
Accountant,  except  that  only  those  who 
have  duly  passed  the  examination  can  term 
themselves  “Certified  Public  Accountants,” 
or  use  the  abbreviation  “C.  P.  A.”  after 
their  name. 


In  the  state  of  Illinois,  the  University  of 
Illinois  is  the  body  that  is  empowered  to 
hold  examinations  and  grant  degrees;  the 
qualifications  being  that  the  applicant  must 
be  a citizen  of  the  United  States  or  have 
declared  his  intentions  of  becoming  a citi- 
zen, and  be  over  the  age  of  twenty-one ; 
he  must  have  received  a high  school  edu- 
cation or  its  equivalent,  and  be  a man  of 
good  moral  character.  He  must  also  suc- 
cessfully pass  examinations  on  the  follow- 
ing subjects:  “Practical  Accounting,” 

“Theory  of  Accounts,”  “Auditing”  and 
“Commercial  Law.” 

The  students  of  law  or  medicine  must 
pass  examinations  successfully  before  they 
practice  as  lawyers  or  doctors,  so  that  the 
public  may  be  protected  against  those  who 
are  unqualified,  hence  the  value  of  placing 
the  Public  Accountant  on  the  same  footing 
is  too  obvious  for  further  comment,  except 
to  state  that  the  effect  of  this  law  is  to  give 
to  the  Certified  Public  Accountant  a profes- 
sional standing  which  very  properly  should 
increase  his  responsibilities. 

To  the  young  man  who  after  reading  the 
above  paragraphs  may  desire  to  prepare 
himself  for  this  profession,  some  few  words 
as  to  those  qualifications  which  are  not  ob- 
tained by  study,  but  which  rather  form  a 
part  of  his  character,  may  now  be  addressed. 
It  is,  of  course,  assumed  that  the  candidate 
has  a natural  love  of  figures  and  that  he  is 
well  versed  in  mathematics,  and  preferably 
also  in  algebra  and  geometry,  as  a training 
to  his  reasoning  faculties.  To  these  qualifi- 
cations should  be  added  a large  fund  of 
common  sense,  caution  and  patience,  whilst 
accuracy  in  his  calculations  and  modes  of 
thought  and  reasoning  are  absolutely  es- 
sential. The  man  who  will  accept  as  correct 
the  figures  as  they  appear  on  books  of  ac- 
count because  they  contain  no  clerical  error, 
or  who  will  too  readily  accept  explanations 
given,  without  further  investigation,  will 
never  succeed  as  an  auditor.  It  is  necessary 
to  know  the  reason  of  every  step  taken,  and. 
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•once  satisfied  that  a given  result  is  the  true 
■one,  the  accountant  should  have  the  courage 
tto  stand  by  it. 

In  addition  to  the  study  of  textbooks  and 
those  natural  qualifications  which  have  been 
referred  to  above,  experience  must  be 
gained  by  actual  work  in  an  accountant’s 
office.  In  no  other  manner  can  any  man 
prepare  himself  for  those  duties  and  re- 
sponsibilities which  he  will  later  be  called 
tipon  to  bear,  after  lie  has  duly  t[ualified 
himself  as  a Certified  Public  \ccountant. 
During  this  period  of  apprenticeship  in  the 
profession,  as  it  may  be  termed,  he  will  be 
called  upon  to  perform  a considerable 
amount  of  routine  work  which  at  times  may 
appear  irksome,  but  which  will  give  him  a 
thorough  foundation  in  the  principles  of  ac- 
counting and  auditing.  As  his  experience 


increases,  new  duties  will  be  given  him,  it 
being  the  careful  duty  of  his  employer  never 
to  place  more  responsibility  on  his  shoulders 
than  he  can  stand.  In  no  other  manner  can 
he  obtain  the  wide  and  varied  experience 
in  all  the  branches  of  the  profession  that  is 
necessary  to  success. 

In  conclusion,  nothing  better  can  be 
quoted  and  more  to  the  point  than  the  fol- 
lowing paragraph  out  of  Dicksee's  \\’ork 
on  Auditing:  “Accountancy  is  a profession 
calling  for  a width  and  variety  of  knowl- 
edge to  which  no  man  has  yet  set  a limit ; 
the  foremost  accountants  are  not  ashamed  to 
say  that,  like  Epaminondas,  they  ‘learn 
something  in  addition  every  day’ ; let  us, 
therefore,  see  no  shame  in  following  their 
example.” 


MISCELLANY 


THE  “FURNITURE  MAKERS”  AGAIN 

"We  were  recently  shown  a small  pam- 
phlet entitled  “Association  Accounting,” 
purporting  to  describe  the  best  system  of  ac- 
counts for  Young  Men’s  Christian  Associa- 
tions and  similar  organizations,  ending,  of 
course,  with  the  suggestion  that  the  authors 
he  communicated  with  and  be  given  an  op- 
portunity to  demonstrate  the  phenomenal 
advantages  of  their  system  of  accounts. 
The  peculiarity  of  the  pamphlet  was  that 
no  names  were  given  nor  any  address  ex- 
cept a postoffice  box  in  Chicago.  When  the 
blanks  for  the  system  were  ordered  by  one 
of  the  departments  of  the  local  Y.  M.  C.  A. 
they  bore  the  imprint  of  the  largest  of  the 
stationery-selling  so-called  accounting  com- 
panies, who  professed  not  to  know  for 
whom  they  had  been  printed. 

It  looks  as  if  this  were  an  artful  dodge  on 
the  part  of  the  commercial  accountant  com- 
pany, and,  as  if  they  were  masquerading 
tnider  a name  that  was  better  calculated  to 
catch  ihe  associations  than  their  own.  They 


may  have  begun  to  realize  that  their  Own 
name  is  becoming  a little  shopworn. 


A GOOD  THING 

In  our  advertising  columns  there  will 
be  found  offered  a Dictionary  which 
should  be  in  the  office  of  every  business 
man  and  every  practicing  accountant.  The 
quality  of  language  used  in  correspondence 
often  secures  or  loses  an  engagement. 


ACCOUNTANT  MADE  RECEIVER 
By  special  request  of  Charles  L.  Gauch 
and  Mrs.  Sophia  Gauch,  widow  of  Jacob 
Gauch,  Vice-Chancellor  Stevens  to-day  ap- 
pointed Frank  G.  Du  Bois  receiver  of  the 
Jacob  Gauch  Box  Company,  East  iMechanic 
and  Bruen  streets.  The  appointment  was 
made  to  close  the  business,  the  concern  be- 
ing entirely  solvent,  the  two  parties  to  the 
suit  being  merely  formal  litigants. 

The  appointment  of  klr.  Du  Bois  is  the 
first  time  the  Chancery  Court  has  formally 
recognized  the  certified  public  accountants 
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of  New  jersey.  Mr.  Dn  Bois  was  the  se- 
lection of  botli  Mr.  Ganch  and  his  mother, 
Mrs.  So])hia  Ganch.  The  court  directed 
tliat  the  receiver  carry  on  the  business  for 
one  week  and  then  make  application  for 
further  instruction.  George  M.  Titus  ap- 
peared as  counsel  for  the  parties  to  the 
suit. — Newark  Advertiser. 


THE  CALIFORNIA  SOCIETY 

The  annual  meeting  of  the  California 
Society  of  Certified  Public  Accountants 
was  held  on  Wednesday  evening,  March  i, 
and  the  following  officers  were  elected  for 
the  ensuing  term : ■ President,  Alfred  G. 
Platt  (re-elected)  ; vice-president,  Norman 
IMcLaren;  secretary-treasurer,  Lester  Her- 
rick (re-elected)  ; directors,  E.  E.  Bost- 
wick,  J.  E.  Eoster,  Percy  G.  Good,  J.  J. 
Hassel,  E.  G.  Phillipps,  A.  Wenzelburger. 


ANNUAL  MEETING 

The  annual  meeting  of  the  Illinois  So- 
ciety of  Certified  Public  Accountants  will 
be  held  at  314  Royal  Insurance  building, 
Chicago,  on  Tuesday,  April  25,  at  2:30 

p.  m. 

At  this  meeting  will  be  held  the  election 
of  officers  and  directors  for  the  ensuing 
year,  and  other  business  of  interest  will  be 
transacted. 


IN  NEW  JERSEY 

Annual  meeting  of  the  New  Jersey 
State  Societv  of  Certified  Public  Account- 
ants was  held  Saturday,  January  14,  at 
Cafe  De  Jianne,  Central  avenue,  Newark. 

Lunch  was  served  to  the  seventeen 
members  present.  The  inner  man  being 
taken  care  of,  recreation  was  suspended 
and  the  members  buckled  down  to  busi- 
ness. Officers  elected  for  1905  were; 

President,  W.  Sanders  Davies,  C.  P.  A. 

A’ice-President,  Frank  G.  Du  Bois,  C. 
P.  A. 

.Secretary,  August  Hartkorn,  C.  P.  A. 


I'reasurcr,  Elmer  B.  Yale,  C.  P.  A. 

Trustees,  Richard  E.  Stevens,  C.  P.  A.„ 
and  George  Forman,  C.  P.  A. 

Vote  of  thanks  passed  and  extended  to> 
the  retiring  president,  Richard  F.  Ste- 
vens, C.  P.  A.,  for  his  faithful  services, 
for  the  past  seven  years. 

A resolution  as  follows,  offered  at  ai 
previous  meeting  by  Frank  G.  Du  Bois, 
C.  P.  A.,  was  reported  back  from  com- 
mittee and  passed : 

Whereas,  The  New  Jersey  State  Legist 
lature  did  enact  a law,  Chapter  230,  Laws 
of  1904,  recognizing  and  regulating  the 
profession  of  Public  Accountancy  and  didl 
establish  the  degree  of  Certified  Public 
Accountant  and 

AVhereas,  Said  degree  does  give  value 
and  dignity  to  our  profession  and 

Whereas,  It  is  the  desire  and  the  aim 
of  this  society  and  of  all  of  its  officers 
and  members  to  maintain  the  value  and  the 
dignity  of  the  degree  of  Certified  Public 
Accountant  on  the  highest  plane  possible 
and 

Whereas,  It  is  further  the  desire  of  this 
society  to  profit  by  and  abstain  from  the 
errors  made  by  Certified  Public  Account- 
ants of  other  states  as  to  the  improper  use 
of  Certified  Public  Accountant  or  Ac- 
countants, or  the  letters,  C.  P.  A.  Now, 
therefore,  be  it,  and  the  same  hereby  is. 

Resolved,  That  the  Society  of  Certified 
Public  Accountants  of  the  State  of  New 
Jersey  disapprove  of  the  use  of  the  let- 
ters C.  P.  A.,  or  the  words  Certified  Pub- 
lic Accountant,  or  Certified  Public  Ao 
countants,  e.xcept  in  the  manner  following^ 
that  is  to  say,  the  letters  C.  P.  A.  or  the 
words  Certified  Public  Accountant  to  be 
used  only  as  a suffix,  appended  to  or  in 
connection  with  the  name  of  an  individual, 
the  holder  of  a duly  authorized  and  unre- 
voked certificate  or  commission  issued  to 
said  individual  by  law,  and  the  words 
Certified  Public  .A-ccountants,  being  the 
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plural,  to  be  used  only  in  the  case  of  a 
firm  or  association  where  all  the  members 
thereof  are  holders  of  duly  authorized  and 
unrevoked  certificates  or  commissions,  and 
be  it  further 

Resolved,  That  this  society  disapprove 
of  the  use  'of  C.  P.  A. — Certified  Public 
Accountant  or  Certified  Public  Account- 
ants— in  any  other  manner,  connection  or 
form,  or  for  any  purpose  or  purposes, 
other  than  as  set  forth  as  above. 

The  American  Association  of  Public 
Accountants,  at  a meeting  held  January 
10  in  New  York  City  adopted  a revised 
Constitution,  thereby  creating  a central 
body  and  bringing  together  all  state  so- 
cieties, each  as  an  integral  part  of  the 
whole,  for  the  better  protection  and  the 
advancement  of  public  accoutdancy  in  the 
United  States. 

The  New  Jersey  Society,  by  unanimous 
resolution,  instructed  its  secretary  to  at 
once  apply  for  membership,  thus  New 
Jersey  being  the  first  to  avail  themselves 
of  this  important  opportunity. 

By  unanimous  vote  the  board  of  trus- 
tees were  instructed  to  revise  the  con- 
stitution and  by-laws,  and  further  a mo- 
tion was  passed  increasing  the  annual 
dues,  both  of  these  measures  becoming 
necessary  in  order  to  join  the  American 
Association  of  Public  Accountants. 


HOSPITAL  FINANCE 

The  directors  and  managers  of  the  va- 
rious hospitals  that  are  hampered  in  their 
work  by  lack  of  funds  to  meet  their  run- 
ning expenses  should  pay  particular  at- 
tention to  the  remarks  that  were  made  by 
Dr.  John  W.  Brannan  on  Thursday  at  a 
conference  in  the  United  Charities  build- 
ing. Dr.  Brannan  pointed  out  that  Amer- 
ican hospitals  are  the  only  institutions 
in  which  modern  methods  of  bookkeeping 
are  not  followed.  It  is  frequently  impos- 
sible to  learn  from  the  books  how  the 
money  disbursed  has  been  expended,  and 


the  public  is  always  in  the  dark  as  to  the 
economy  or  extravagance  of  the  institu- 
tions that  it  is  asked  to  support. 

An  examination  of  the  books  of  the 
London  semi-private  hospitals  ten  years 
ago  disclosed  the  fact  that  in  several  cases 
the  accounts  were  kept  in  such  a manner 
as  to  produce  a deficit  on  the  annual  bal- 
ance sheets,  the  purpose  being  to  encour- 
age public  giving  by  raising  each  year  a 
cry  of  poverty  and  debt,  when  in  reality 
none  existed. 

Dr.  Brannan  also  declared  that  the  hos- 
pital authorities  were  wasteful  of  ban- 
dages, dressings  and  the  like,  to  a degree 
unknown  in  private  practice,  and  he  made 
the  pertinent  observation,  “Less  waste  and 
you’ll  get  more  money  from  the  people,” 
addressing  himself  to  the  hospital  mana- 
gers who  were  present.  It  is  obvious  that 
with  a proper  accounting  method  in  force 
the  waste  of  material  would  be  cut  down 
immediately,  for  leaks  would  soon  be  dis- 
covered and  stopped  that  are  now  un- 
known to  even  the  most  conscientious  and 
hard-working  superintendents. 

The  men  and  women  interested  in  New 
York  hospitals  have  still  another  reason 
for  adopting  an  approved  system  of  book- 
keeping. The  revelations  of  improper 
conduct  on  the  part  of  some  hospital 
boards,  made  five  or  six  years  ago,  dis- 
turbed public  confidence  in  all  of  them. 
When  it  became  known  that  some  institu- 
tions were  deliberately  robbing  the  city, 
many  persons  decided,  unjustly,  but  per- 
haps not  unnaturally,  that  most  of  them 
were,  and  this  belief  has  not  yet  been  erad- 
icated from  the  public  mind.  Modern 
bookkeeping  would  show  the  truth  about 
each  hospital.  Once  this  was  known,  the 
worthy  ones  would  find  little  difficulty  in 
obtaining  funds  sufficient  for  all  their  pur- 
poses. The  unworthy  ones  would  receive 
nothing,  and  that  is  exactly  what  the\  de- 
serve and  should  receive. — The  New  York 
Sun. 
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A new  field  for  the  Accountant  appears 
to  be  appreciated  by  some  Chicago  Bank- 
The  Bank  who,  upon  application  of 

and  the  one  of  their  borrowers  for 

Accountant,  renewal  of  their  paper,  and 
who  is  suspected  of  financial  weakness, 
immediately  send  for  a Certified  Public 
Accountant  to  carry  out  a thorough  inves- 
tigation of  his  books  of  account,  and  upon 
the  report  of  the  Accountant  decide 
whether  to  make  or  renew  such  loan. 
This  procedure,  of  course,  cannot  be  car- 
ried out  without  the  consent  of  the  bor- 
rower, but  his  refusal  to  open  his  books 
for  inspection  is  tantamount  to  the  con- 
fession of  financial  weakness,  which  no 
person  could  afford  to  exhibit.  For  the 
most  part  at  the  present  time  the  Bankers 
have  to  be  content  with  Mercantile  re- 
ports, and  such  other  hearsay  information 
as  they  may  be  fortunate  enough  to  ob- 
tain, in  deciding  whether  the  loan  will  be 
safe  or  otherwise.  The  statement  of  As- 
sets and  Liabilities  included  in  the  Mer- 
cantile report  is,  generally  speaking,  not 
certified  by  the  party  making  such  state- 
ments, and  it  goes  without  saying  that 
anyone  desiring  to  effect  a loan  looks  at 
the  condition  of  his  affairs  in  a very  dif- 
ferent manner  from  the  Accountant  or 
outsider  who  is  disinterested. 

A recent  experience  demonstrates  the 


dangerous  position  in  which  a bank  is 
often  placed  unless  the  services  of  a 
Certified  Public  Accountant  be  called 
into  requisition.  A firm  of  Certified  Pub- 
lic Accountants  was  recently  instructed  by 
one  of  the  largest  banks  of  this  City  to 
investigate  a certain  firm  which  was  desir- 
ous of  renewing  a loan  of  $5,000.  The 
bank  was  carrying  this  firm  to  the  extent 
of  $18,000,  of  which  only  $8,000  was  se- 
cured. This  investigation  brought  to  light 
the  fact  thaf  while  the  firm  started  fifteen 
months  prior  with  a capital  of  $27,000, 
it  had,  by  mismanagement  and  poor  trad- 
ing, made  a loss  during  that  period  of 
$33,000. 

Only  two  courses  lay  open,  either  bank- 
ruptcy or  the  acquirement  of  fresh  capital. 
The  father  of  one  of  the  members  of  this 
firm  put  in  the  necessary  capital  and  the 
bank’s  loans  were  repaid. 

If  all  Bankers  appreciated  the  value  of 
the  services  which  could  be  rendered  in 
such  cases  by  the  Certified  Public  Account- 
ant, there  would  be  a large  diminution  in 
the  losses  reported  every  year  due  on  ac- 
count of  loans  being  made  without  proper 
information  as  to  the  financial  ability  of 
the  borrower. 


Treasury 

Stock. 


A very  interesting  and  important  ques- 
tion is  involved  in  the  treatment  of  what 
is  usually  known  as  Treasury 
Stock.  It  is  a common  cus- 
tom to  consider  the  entire 
capital  stock  as  fully  paid  when  it  is  given 
for  a mining  claim,  patent-right  or  similar 
property.  Assuming  for  the  time  being 
that  this  does  actually  pay  up  the  stock, 
what  is  the  effect  of  the  placing  in  the 
treasury  of  an  amount  of  stock  donated 
by  the  original  vendors  of  the  property? 
It  is  claimed  by  some  that  the  turning 
back  of  the  stock  to  the  company  acts  as 
an  extinguishment  of  the  stock  and  of  all 
the  equities  in  it  and  that  when  the  stock 
is  sold  at  a discount  it  is  not  a re-issue  of 
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the  same  stock,  which  has  been  fully  paid, 
Ibut  an  issue  of  entirely  new  stock.  If  this 
view  is  correct,  every  purchaser  of  this 
stock  is  liable  for  the  difference  between 
par  and  the  amount  he  has  paid,  and  this 
makes  the  question  a very  important  one. 
We  would  like  to  have  the  opinions  of 
elift’erent  accountants  on  this  subject  and 
will  welcome  a discussion  of  it  in  our 
columns. 


]\Iany  well-informed  business  men  view 
•with  genuine  alarm  the  movement  toward 
Causes  public  ownership  and  opera- 

of  the  tion  of  street  railways  and 

Movement.  other  utilities.  Business  prin- 
ciples have  never  mixed  with  politics  in 
this  country  successfully,  so  that  there  is 
reason  for  the  alarm  so  freely  expressed. 
However,  if  the  people  take  hold  of  the 
matter  in  the  proper  way,  and  absolutely 
refuse  to  let  political  advantage  have  a 
place  in  the  decision  of  what  are  purely 
business  matters,  success  should  not  be  im- 
possible by  any  means. 

The  cause  of  this  movement  can  be 
traced  directly  to  the  “business  men”  who 
have  heretofore  engaged  in  the  business  of 
lighting  and  transportation.  If  they  had 
been  content  to  capitalize  their  undertak- 
ings at  the  actual  cost  of  construction  and 
equipment,  with  only  necessary  working 
capital  added,  they  could  have  earned  good 
dividends  and  provided  splendid  service  at 
comparatively  low  rates.  But.  being 
greedy,  they  have  placed  their  capitaliza- 
tion at  a figure  representing  many  times 
the  value  of  their  tangible  assets,  and  by 
so  fixing  rates  as  to  produce  dividends  on 
this  artificial  capitalization  have  burdened 
the  public  and  filled  the  heart  of  the  aver- 
age citizen  with  hatred  for  all  public  util- 
ity corporations.  These  “barons”  at  pres- 
ent view  the  situation  with  much  com- 
placency, feeling  that  if  they  are  to  be 
•succeeded  by  enterprises  operated  by  the 
municipalities  it  will  be  only  after  they 
liave  been  paid  for  their  properties  at  a 


price  representing  the  securities  they  have 
floated,  plus  a bonus. 

They  may  be  treated  as  they  expect,  but 
there  is  a legal  question  that  suggests 
itself,  which,  when  thrashed  out  in  the 
court  of  last  resort,  may  substantially  dis- 
appoint them. 

This  question  is ; “In  a contest  between 
a municipality  and  a corporation  operating 
under  a municipal  franchise,  can  the  cor- 
poration be  heard  to  claim  a value  in  such 
franchise  greater  than  the  consideration 
paid  therefor  to  the  municipality  ?” 


The  subject  of  Alunicipal  Ownership  of 
Public  Utilities,  which  is  just  now  receiv- 
ing so  much  attention  from 
Bu^iness.'^  those  interested  in  municipal 
affairs,  is  one  that  should 
prove  of  deep  interest  to  the  professional 
accountant.  It  will  be  practically  impossi- 
ble for  municipalities  to  successfully  in- 
augurate and  conduct  the  business  of  street 
lighting  or  passenger  transportation  with- 
out enlisting  the  services  of  public  ac- 
countants, at  least  in  an  advisory  capacity. 
This  being  the  case,  the  members  of  the 
profession  should  give  the  matter  attention 
at  its  inception,  in  order  that  the  best 
service  possible  may  be  given  when  the 
call  comes.  The  municipal  ownership 
movement  will  not  stop  until  it  has  had  a 
trial  in  almost  every  city  of  this  country, 
and  may  extend  even  to  governmental 
control  of  the  telegraph,  telephone  and 
railway  business.  Already  there  is  evi- 
dence that  one  of  the  great  political  parties 
will  attempt  to  make  government  owner- 
ship of  interstate  utilities  the  issue  of  the 
next  presidential  campaign,  with  a better 
prospect  of  success  than  has  attended  some 
of  the  issues  heretofore  raised  by  the  same 
party.  Our  advice  to  accountants  is  to 
make  a special  study  of  these  lines  of  in- 
dustry and  be  prepared  for  some  of  the 
best  business  that  is  to  fall  to  the  lot  of 
the  accounting  profession. 
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WATERED  STOCK 
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Some  montlis  ago,  about  the  time  of  the 
formation  of  your  Class,  a communication 
was  addressed  to  me  hy  Dr.  INIeade  asking 
if  I would  give  a lecture  before  you,  some- 
time during  the  winter,  and  suggesting  that 
the  subject  he  “Watered  Stock.” 

The  reason  given  by  Dr.  Meade  for  my 
selection  to  address  you  on  this  subject, 
“that  he  understood  that  I knew  a great  deal 
about  that  subject” — I hardly  know  whether 
to  take  as  a compliment  or  the  reverse,  it 
depenrls  entirely  upon  the  viewpoint.  I 
would  only  say,  however,  that  in  the  many 
corporations  I have  been  connected  with, 
that  whatever  water  there  may  have  been, 
it  was  pure,  wholesome  water,  that  benefits 
one  financially,  as  does  pure,  wholesome 
water  benefit  one  physically,  and  that  no 
undertakings  horn  of  hot  air,  and  ending 
in  a slaug'hter  of  the  innocents  ever  passed 
through  our  office. 

BUT  TO  COME  TO  THE  SUBJECT “WATERED 

STOCK.” 

What  is  Watered  Stock  ? 

You  all  know  that  the  term  “Watered 
Stock”  is  of  very  recent  origin,  and  when 
used,  it  is  intended  to  cast  odium  on  a cor- 
poration. Under  the  old  business  dispen- 
sation, before  “Higher  Finance”  became  a 
science,  it  was  customary  for  business  men 
in  forming  a corporation  to  put  up  their 
hard  cash  in  payment  for  stock,  and  the  cash 
so  paid  was  invested  in  the  business,  and  if 
the  company  was  successful  and  dividends 


were  earned,  they  reaped  the  benefits  in 
dividends — hut  if  they  were  not  earned 
there  were  no  fixed  charges  in  the  form  of 
interest  on  bonds  that  must  he  paid. 

Under  the  present  system  of  finance,  the 
actual  or  anticipated  caniiugs  of  a company 
form  in  a great  measure  the  basis  of  capi- 
talization, and  the  bondholders  and  preferred 
stockholders  are  the  actual  owners  of  the 
company,  with  a guaranteed  interest  on 
their  investment  which  becomes  a fixed 
charge  against  the  earnings,  and  the  stock- 
holders become  the  managers  of  the  com- 
pany, and  their  object  is  to  make  their  stock, 
which  in  most  cases  was  their  fee  for  or- 
ganizing the  company,  valuable,  either,  as 
in  the  case  of  legitimate  businesses,  by  in- 
creasing the  earnings  over  and  above  the 
fixed  charges,  so  that  dividends  on  stock 
may  he  declared — or  in  some  other  compa- 
nies, of  which  we  have  had  evidence  in  the 
past  A'ear,  to  so  manipulate  the  stock 
through  the  stock  exchanges  that  they  be- 
come temjiting*  bait  for  speculators  and 
stock  gamlilers. 

The  following  definitions  of  “Watered 
Stock”  have  been  given  me  by  some  well- 
known  financial,  business  and  legal  men, 
and  I take  pleasure  in  placing  them  beiore 
you  for  your  consideration : 

A prominent  banker  calls  it  “The  stock- 
broker’s football.” 

A prominent  corporation  lawyer  calls  it 
“The  substance  of  things  hoped  for,  and  the 
evidence  of  things  not  seen.” 
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Another  prominent  corporation  lawyer 
calls  it  “The  kind  of  stock  a woman  wants 
her  broker  to  pay  her  for  when  she  losses 
money  on  it.” 

A prominent  promoter  of  good  combi- 
nations calls  it : “That  which  evidences  the 
right  of  participation  in  future  profits  if 
made.” 

Other  parties  will  tell  you  that  watered 
stock  is  overcapitalization,  which  may  be 
a fact  at  one  time,  and  not  a fact  at  a later 
period  of  corporate  existence,  and  is  sus- 
ceptible of  many  meanings. 

Another  will  tell  you  that  all  stock  issued 
over  and  above  the  intrinsic  value  of  a con- 
cern is  watered  stock. 

The  last  definition,  probably,  to  the  gen- 
eral mind,  is  the  most  favored  one,  as  it 
seems  to  bear  on  its  face  the  dollar  for 
dollar  trade-mark,  forgetting  that  intrinsic 
value  of  to-day  may  be  scrap  value  of  to- 
morrow, so  fast  do  processes  and  valua- 
tions change. 

For  the  purpose  of  a better  understanding 
of  the  subject,  we  will  form  a corporation 
and  purchase  a going  corporation  creating 
a capital  stock  that  seemingly  does  not 
represent  any  actual,  tangible  asset. 

A going  corporation  organized,  say  thirty 
years  ago,  with  a capital  stock  of  $100,000 
and  a bond  issue  of  $100,000  is  in  the 
market  for  sale. 

The  whole  of  the  proceeds  of  sale  of 
stock  and  bonds  at  par  had  been  used  in 
building  a plant,  and  the  dividends  declared 
by  the  corporation  averaged  five  per  cent 
per  annum  legitimately  earned,  after  pro- 
viding for  all  customary  depreciation,  the 
business,  however,  being  stationary,  neither 
increasing  nor  decreasing. 

The  stock  of  the  company  was  offered 
at  $100  per  share. 

An  examination  of  the  earnings  was 
made  by  an  Accountant,  and  the  physical 
condition  was  examnied  by  an  Engineer, 
whose  report  also  covered  the  possibilities 
both  of  an  increase  in  business  by  up-to- 


date  methods,  and  a decrease  in  expenses 
by  the  use  of  up-to-date  appliances. 

It  was  determined  to  purchase  the  stock 
at  the  figure  named,  and  underwrite  the 
bonds  of  a new  corporation  to  be  formed. 

THE  FOLLOWING  IS  THE  MANNER  IN  WHICH 
IT  WAS  DONE. 

The  new  corporation  was  formed  with 
a capital  stock  of  $500,000  and  a bond  issue 
of  $500,000. 

A sufficient  number  of  the  Bonds  of  the 
new  Company  were  taken  up  by  the  Syndi- 
cate to  pay  for  the  stock — and  $100,000  in 
bonds  set  aside  in  hands  of  trustees  to 
cover  the  outlying  bonds  of  the  old  com- 
pany, and  $250,000  bonds  remained  in  the 
treasury  for  future  sale  for  betterments  to 
the  old  plant,  and  $50,000  in  bonds  was 
given  the  syndicate,  who  also  received  all 
the  stock  of  the  new  company,  together 
with  the  $50,000  in  bonds,  as  a bonus  for 
promoting  the  sale. 

NOW  LET  us  LOOK  AT  THE  SITUATION. 

The  plant  of  the  Old  Company  repre- 
sented a valuation  of  $200,000,  upon  which 
the  dividend  and  Bond  Interest  amounted 
to  $10,000  yearly — the  New  Company  had 
fixed  yearly  charges  on  $250,000  in  bonds 
issued,  of  $12,500 — an  increase  of  $2,500 
per  year — while  the  Stock  was  absolutely 
of  no  value  until  the  earnings  of  the  Com- 
pany reached  a point  that  dividends  were 
actually  earned  over  and  above  • the  fixed 
charges. 

The  next  move  was  to  sell  Treasury 
Bonds  and  put  in  up-to-date  machinery  and 
appliances. 

This  required  an  outlay  of  $150,000  and 
increased  the  fixed  charges  to  $20,000  per 
year. 

Xow  let  us  look  at  the  Plant  and  Fran- 
chise and  Good-will  account  of  the  new 
company  made  up  as  follows : 

Capital  stock  $500,000 

Bonds  issued  400,000 


$900,000 
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And  what  arc  the  facts  of  the  case  as  to 
the  value  of  the  Plant? 

The  old  Company’s  Plant  cost . $200,000 

The  improvement  made  by  the 
new  Company  amounted  to 150,000 

]\Iaking  a total  value  of.  ... . .$350,000 

But  we  must  not  forget  a very  important 
deduction  from  this  value,  if  we  insist  on 
our  intrinsic  value  view,  and  that  is  that, 
say,  $100,000  of  the  old  Plant  has  been 
thrown  into  the  scrap  heap,  and  the  intrinsic 
i.  e.,  that  which  cost  a dollar  is  worth  a dol- 
lar— is  really  but  $250,000  and  is  carried 
on  three  books  of  the  Company  at  $900,- 
000. 

And  if  we  stop  right  here  we  have  a 
most  beautiful  case  of  water — whole  oceans 
of  it. 

BUT  LET  US  GO  A LITTLE  FURTHER 

The  first  year’s  business  of  the  new  Com- 
pany during  its  improvements  does  not 
show  the  results  from  the  improvements 
in  increased  earnings,  and  there  is  a hard 
time  to  pay  that  $10,000  extra  of  fixed 
charges  that  we  have  placed  on  it,  and  it 
may  be  that  the  following  year  is  not  up  to 
our  expectations,  but  the  company  then 
commences  to  reap  the  benefit  of  its  outlay. 

By  econnomical  management,  backed  by 
improved  plant,  we  find  that  the  earnings 
are  $25,000  instead  of  $10,000,  and  we  have 
a surplus  of  $5,000  that  is  applicable  to 
dividends. 

At  the  end  of  say,  five  years,  the  business 
shows  a profit  over  and  above  fixed  charges 
of  say  $15,000,  from  which  a dividend  can 
readily  be  declared  on  the  whole  of  the  cap- 
ital stock  of  the  Company,  which  cost  noth- 
ing, nor  is  represented  by  any  so-called 
intrinsic  value,  but  which  is  popularly  called 
“Watered  Stock.” 

I would  say  here  that  the  example 
quoted  is  not  a fanciful  one,  but  its  proto- 
type has  come  under  my  observation  many 
times  during  the  past  ten  years,  both  in  the 
purchase  of  old  Companies,  and  combina- 
tions of  competing  Companies,  and  I would 


also  say  that  the  cases  in  which  the  Stock 
of  this  kind  of  a Company  comes  upon  the 
Stock  market  are  very  rare — the  Stock  be- 
ing retained  Ijy  the  original  promoters,  who 
control  and  manage  the  company,  and  see 
to  it  that  the  best  results  are  obtained,  they 
being  the  most  interested  parties. 

In  other  words  such  transactions  are 
good,  fair,  business  propositions,  and  while 
in  some  cases  the  outcome  is  not  as  large 
as  I have  stated,  in  others  it  far  exceeds  it. 

We  see  the  counterpart  of  this  trans- 
action in  everyday  business  life. 

A man  thoroug'hly  in  touch  with  a certain 
kind  of  business,  so  impresses  a capitalist 
that  he  is  willing  to  advance  money  to  start 
the  business,  under  an  agreement  that  he, 
the  working  partner,  shall  manage  the  busi- 
ness on  a nominal  salary,  and  that  after 
paying  interest  on  the  capital,  the  working 
partner  shall  have  a certain  percentage  of 
the  profits,  if  earned,  in  a business  to  which 
he  has  contributed  nothing. 

The  difiference  between  these  two  ways 
of  doing  business  is  that  in  a Corporation 
the  Manager  or  Promoter,  whichever  term 
you  may  select,  secures  his  interest  by  the 
issuance  to  him  of  certain  Shares  of  Stock, 
which  “are  evidences  of  his  right  of  partic- 
ipation in  profits  when  earned,”  while  the 
working  Partner  secures  his  interest  in  the 
“profits  when  earned,”  by  a partnership 
agreement. 

The  advantage  that  the  holder  of  the 
Stock  Certificate  has,  is,  that  the  evidence 
of  his  interest  is  divided  into  such  portions 
as  he  may  see  fit,  and  if  he  can  imbue  others 
with  his  faith  in  the  success  of  his  undertak- 
ing, he  may  sell  certain  portions  of  his  hold- 
ings, while  the  business  Manager  or  Pro- 
moter in  the  other  example  has  no  evidence 
of  his  holdings  except  in  the  Partnership 
papers  which  are  not  negotiable. 

There  is  no  doubt  that  a Promoter’s  faith 
in  his  judgment  may  lead  him  astray,  and 
results  may  not  prove  as  he  anticipates,  both 
in  Corporation  and  Unincorporated  business 
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ventures,  Init  in  cases  like  tlie  Corporation 
mentioned  above,  there  is  a very  small  per- 
centage of  the  failures  that  the  Assets  do 
not  realize  enough  to  ])ay  the  Bondholders, 
the  true  Owners  of  the  Corporation. 

In  the  case  of  the  original  formation  of 
the  Copper  Corporation  as  stated  hy  Air. 
Lawson,  we  find  that  his  intention  was  the 
combination  of  certain  Companies  that  were 
earning  a profit  of  from  twenty  per  cent  to 
twenty-five  per  cent  to  their  owners,  and 
forming  a new  Corporation  that  would  pay 
five  per  cent  to  the  Investors. 

If  a combination  could  be  made  of  all  the 
Copper  interests  whereby  a dividend  of  say 
five  per  cent  could  be  assured  to  the  Invest- 
ors, judging  from  the  earnings  of  the  sepa- 
rate Companies,  the  proposition  as  a busi- 
ness proposition  was  a good  one,  and  what- 
ever Lawson,  Rogers  or  any  of  the  other 
brainy  men,  who  dared  risk  their  time  and 
money  in  such  an  undertaking,  made  out 
of  it,  is  a matter  in  which  the  public  has 
absolutely  no  concern. 

It  must  be  understood,  however,  that  the 
above  remarks  apply  only  to  the  business 
aspect  of  the  proposition,  namely,  that  a cor- 
poration formed  on  a basis  of  earnings  of 
five  per  cent  on  the  investment  is  a 
legitimate,  good  business  proposition. 

If,  however,  any  part  of  the  businesses 
upon  which  this  proposition  and  agreement 
was  made  was  not  turned  over  to  the  new 
Corporation,  it  will  he  readily  seen  that 
fraud  has  been  perpetrated. 

The  fact  that  the  Stock  of  this  Corpora- 
tion became  “a  football  for  Stock  Brokers” 
and  a battle  ground  for  money  giants,  and 
that  the  Public  lost  money  in  the  rise  and 
fall,  has  no  hearing  on  the  question  as  to 
whether  the  original  proposition,  carried 
out  in  good  faith,  was  a good  business  ven- 
ture. 

You  must  not  forget  that  business  risks 
are  the  same  whether  you  are  trading  as  an 
individual,  in  partnership,  or  as  a Stock- 
holder of  a Corporation,  and  that  the  same 


care,  and  in  fact  more  care,  should  be  exer- 
cised hy  you  in  buying  Stock  or  Bonds  of 
a corporation  than  you  would  in  buying  any 
article  of  merchandise. 

Now  let  me  cite  you  another  case  that 
seemingly  is  promoted  under  the  old  system, 
and  that  is  the  sale  of  Stock  for  Cash. 

A Company  is  formed  to  develop  mines, 
industries,  patents,  etc. 

The  Promoters  spend  money  freely  in  ad- 
vertising the  merits  of  their  projects  and 
the  public  are  dazzled  with  the  sudden 
wealth  that  seems  to  be  thrust  upon  them, 
merely  for  the  investment,  by  them,  of  a few 
dollars.  They  hustle  and  crowd  each  other 
in  their  fight  to  be  among  the  first  to  the 
slaughter  pen. 

Their  days  and  nights  are  filled  with 
dreams  of  the  wealth  that  is  almost  in  sight. 

The  Promoters,  however,  are  the  only 
ones  to  chuckle  and  feel  good  in  this  kind  of 
Corporation. 

The  victims  pay  with  their  hard  cash  for 
the  flaming  advertisements,  the  superbly  fur- 
nished offices,  the  high-priced  lawyers  and 
other  incidental  expenses  popularly  denom- 
inated Organization  Expenses,  while  the 
Promoters,  who  have  probably  taken  the 
lion’s  share  of  the  Capital  Stock,  keep  on 
feeding  it  through  the  Stock  Exchanges  to 
the  eager  gamblers,  who,  when  the  bubble 
hursts,  are  not  like  the  genuine  gambler 
who  takes  his  medicine  in  silence,  hut  play 
the  baby  act — howling  for  sympathy — 
calling  the  originators  swindlers — and  all 
the  vile  names  possible — demanding  their 
punishment — forgetting  that  their  own 
eagerness  to  make  a dollar  where  they  did 
not  earn  it — forgetting  that  their  own  de- 
sire to  reaj:)  where  they  had  not  sown — for- 
getting that  the  want  of  even  very  ordinary 
prudence  on  their  part  were  the  causes  of 
their  loss. 

It  is  said  that  a new  crop  of  fools  is 
horn  everv  day,  and  there  certainly  must 
have  been  a very  large  crop  on  hand  judgin.g' 
from  the  disclosures  of  the  last  few  vears. 
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'J1ic  Stock  of  this  kind  of  Corporation, 
it  wonld  seem,  should  he  called  Watered 
Stock,  if  hy  the  term  Watered  Stock  we 
mean  to  convey  the  impression  of  a 
swindle. 

The  people  who  invest  in  this  class  of 
Stock  for  Income  are  few,  and  those  that 
do  so  should  have  clear-headed  ^aiardians 
appointed  to  take  care  of  their  interests, 
and  invest  their  savings  in  solid,  safe  en- 
terprises, which  are  not  hard  to  find. 

For  the  other  class,  the  gamblers,  the 
wonld-be  cpnck-rich  people,  that  make  such 
Corporations  possible — no  sympathy  should 
be  extended,  as  it  is  not  deserved,  and  no 
publicity,  nor  legislation,  will  protect  them, 
nor  prevent  them  doing  the  same  thing  over 
again  whenever  opportunity  occurs,  for 
unfortunately  gambling  is  inherent  in  hu- 
manity, and  the  effort  to  get  something  for 
nothing  is  going  on  all  the  time,  and  the 
consequences  to  the  “other  fellow”  are  never 
taken  into  consideration. 

Brains,  whether  used  for  honest  or  dis- 
honest purposes,  command  respect,  and  the 
multitude  follow,  in  some  cases  to  their 
making,  in  others  to  their  disaster. 

It  must  not  be  understood  that  all  mining, 
patent  and  similar  corporations  are  in  this 
class.  ■ 

There  are  companies  formed  for  develop- 
ment of  mines  and  ideas  and  enterprises 
in  which  no  element  of  fraud  exists,  but  the 
results  are  based  on  faith,  which  might  on 
a free  interpretation  be  called  discounting 
the  future,  yet  human  nature  is  so  consti- 
tuted that  if  the  future  fails  to  reach  our 
expectations,  we  are  apt  to  forget  our  first 
impressions  when  we  made  our  investment, 
and  trv  to  find  some  other  fellow  to  blame 
for  our  loss. 

We  have  now  before  us  two  types  of  cor- 
porations, which  may  come  under  the  charge 
of  issuing  Watered  Stock,  as  that  term  is 
popularlv  understood,  that  is,  having  no 
■tangible  asset  to  account  for  its  issuance. 

I would  merely  say  here  that  the  first 


exam])le  may  be  extended  to  re])i'esent  mil- 
lions or  billions  of  Common  and  Preferred 
Stock  and  Bond  issues  covering  the  pur- 
chase of  one  Company,  or  combinations  of 
many  companies  with  corresponding  profits 
to  the  Organizers. 

Now  let  us  look  at  the  results  to  the  pub- 
lic— treating  the  last  class  as  being  no  more 
w'orthy  of  discussion  than  any  other  swindle 
that  men  endowed  with  ordinary  common 
sense  avoid. 

There  are  four  questions  that  seem  natur- 
ally to  present  themselves  in  regard  to  the 
first  example : 

First. — Has  value  been  given  for  issuance 
of  unpaid-for  Stock  to  Organizers,  and  is 
a statement  issued  by  such  Corporation 
covering  such  issue  into  Plant  and  Fran- 
chise, etc.,  misleading  and  incorrect? 

Second. — Is  the  system  of  organizing  a 
Corporation  with  a Capital  based  on  the 
earning  capacity  a good  business  proposi- 
tion ? 

Third. — To  what  extent  is  the  public  in- 
terested in  such  matters? 

Fourth. — What  safeguards  should  be  pro- 
vided by  legislation  to  protect  Stockholders 
of  Corporations  ? 

I.  Has  value  been  given  for  issuance  of 
unpaid-for  Stock  to  Organizers,  and  is  a 
statement  issued  by  such  Corporation  cover- 
ing such  issue  into  Plant.  Franchise,  etc., 
misleading"  and  incorrect? 

Before  we  answer  the  question  “has 
value  been  given  for  the  issuance  of  unpaid- 
for  Stock  to  Organizers,”  it  might  be  well 
to  ask.  What  has  the  Organizer  received  as 
compensation  for  the  successful  formation 
of  a Corporation  ? 

It  can  only  be  answered  that  he  has  re- 
ceived a beautifully  engraved  Certificate 
stating  that  he  is  the  owner  of  so  many 
Shares  of  the  Capital  Stock  of  such  a Com- 
pany, of  no  value  to  him,  unless  he  can 
make  it  of  value  by  further  hard  work,  or 
in  other  words : “It  is  the  evidence  of  his 
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right  to  participate  in  future  profits  ‘zvheii 
earned.’  ” 

It  must  be  granted  that,  in  many  cases, 
the  Organizer  is  enabled  by  the  method 
termed  “washing”  in  the  Stock  Exchange 
or  by  other  methods,  to  have  a value  placed 
on  the  Stock  and  get  the  cash  for  it — hut 
the  purchaser  takes  the  risk  of  the  future 
in  place  of  the  original  owner,  and  displays 
great  faith,  to  speak  conserv^atively. 

But,  “has  value  been  given  for  issuance 
of  this  stock  ” 

I think  there  will  be  no  hesitancy  in  say- 
ing yes  to  this  question,  and  more  than 
value — if  the  Organizers’  brains  are  worth 
anything.  The  Organizer  gets  a piece  of 
paper  of  no  value  unless  his  further  efforts 
make  of  it  value — while  the  Corporation 
parts  with  no  valuable  consideration  in  part- 
ing zvith  that  paper  neither  does  it  put  vi 
jeopardy  the  interests  of  its  creditors,  nor 
its  Preferred  Stock  or  Bondholders,  while 
the  purchaser  of  such  Stock  is  entitled  to 
very  little  consideration  from  the  standpoint 
of  business. 

The  view  taken  here  as  to  the  value  of 
such  Stock  is  fully  confirmed  by  the  state- 
ment, that  among  financial  backers  of  such 
enterprises  millions  of  dollars  of  such 
Stock  are  carried  on  their  books  at  a val- 
uation of  one  dollar. 

Now,  as  to  the  question  is  it  misleading 
or  incorrect  to  cover  such  issue  into  Plant, 
Franchise,  etc.,  or  any  other  term  covering 
the  general  Capital  Account. 

On  the  principle  that  a thing  is  worth 
what  it  costs  you,  there  can  be  but  one  an- 
swer to  this  question,  and  that  is,  yes,  the 
books  of  the  Corporation  must  show  the 
purchase  price  whether  in  Stock  or  dollars 
and  cents. 

The  question  as  to  “misleading”  requires 
a more  extended  answer.  A'ho  does  it 
mislead?  Certainly  not  the  original  Stock 
or  Bondholders,  for  they  were  in  at  the 
birth  of  the  Company. 

Certainly  not  the  public  who  are  not  in- 


terested in  the  Corporation  and  do  not  buy 
the  Stock  or  Bonds. 

There  can  then  be  only  one  class  of  peo- 
ple to  “mislead” — the  would-be  Investors 
or  Purchasers. 

These  consist  of  two  classes : 

Investors  for  Income  results. 

Purchasers  for  a gamble. 

Investors  for  Income  can  at  any  time 
ascertain  the  true  condition  of  a Corpora- 
tion— and  let  me  say  here,  the  question  as 
to  whether  a Corporation  has  a million  or 
ten  million  dollars  capital,  or  how  it  is  in- 
vested, very  rarely  enters  into  their  calcu- 
lations, the  main  inquiry  being,  “What  are 
the  earnings  of  a Company  above  its  fixed 
charges,  and  are  they  large  enough  to 
assure  me  a settled  income?” 

The  investor  then  certainly  is  not  misled 
by  the  Capital  Account. 

Now  as  to  the  purchaser  for  a gamble 
— he  is  unique.  It  does  not  make  any  differ- 
ence to  him  whether  the  Company  is  called 
“Rapid  Transit  to  the  i\Ioon,”  “Subterra- 
nean Express  to  China,”  “Perpetual  Motion 
Co.”  or  the  “Pennsylvania  Railroad  Co.” — 
all  coons  are  alike  to  him. 

He  watches  the  ticker — “Rapid  Transit 
to  the  Moon”  has  gone  up  one  point,  and 
some  crony  of  the  same  type  and  caliber 
gives  him  a tip — that  it  is  on  the  rise — he 
rushes  to  his  broker,  invests  a few  dollars — 
may  make  a few  more,  at  last  loses  all  the 
little  he  has,  and  cannot  tell  the  next  day 
what  stock  he  purchased,  but  he  is  abso- 
lutelv  sure  it  must  be  a svAndle,  and  the 
rogues  at  the  head  of  it  ought  to  be  in 
prison — although  it  might  be  that  the  com- 
pany was  first-class,  and  he  had  gotten  into 
a temporary  stock  scrimmage  in  which  he 
had  no  right  to  be  mixed. 

It  is  very  certain  that  the  “purchaser  for 
a gamble”  is  not  misled,  no  matter  what 
you  mav  publish  as  to  the  capitalization  of 
a company. 

Tlie  Stock  Exchange  manipulations  can 
hardly  be  called  purchases — for  although 
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the  Stock  Exchange  rules  are  very  strict 
as  to  “washing,”  that  is,  selling  and  buying 
stock  for  one  owner  without  any  bona  fide 
purchasers — yet  such  things  may  be  done 
without  the  knowledge  of  the  governors  of 
the  exchange,  and  even  were  they  not  done, 
the  fight  for  control  between  the  money 
giants  very  often  raises  and  lowers  the 
price  of  stock  whether  the  stock  represents 
organizers'  bonus  or  not,  or  whether  any 
returns  in  the  form  of  dividends  will  ever 
be  made,  and  when  these  fights  occur,  the 
dear  public  think  that  they  can  gather  some 
crumbs  from  under  the  rich  man’s  table, 
and  take  a hand  in  the  fight,  and  then  won- 
der what  was  in  those  crumbs  to  give  them 
such  a bad  case  of  financial  indigestion. 

ALL  BUSINESS  IS  MORE  OR  LESS  A MATTER  OF 
FAITH  IN  THE  FUTURE. 

A man  invests  $100,000  in  a mercantile 
business  without  any  guarantee  that  the  re- 
sults of  his  business  will  pay  him  a good 
income  for  his  services  and  capital,  in  spite 
of  the  well-known  fact  that  about  ninety 
per  cent  of  business  men  fail  in  their  efYorts. 

The  organizer, — understand,  I am  talking 
about  the  honest  one — has  faith  that  if  cer- 
tain conditions  can  be  secured,  certain  good 
results  can  be  attained — he  favorably  im- 
presses financial  men  with  the  same  views, 
and  capital  is  forthcoming  and  the  com- 
pany is  started. 

The  work  of  the  organizer  then  com- 
mences in  getting  the  best  management  pos- 
sible to  carry  on  the  operations  of  his  com- 
pany. 

If  success  attends  his  efforts,  he  reaps  the 
benefit,  if  failure,  the  odium — and  if  he  is 
parted  with  some  or  all  of  his  stock,  without 
misrepresentation,  even  if  the  company  has 
paid  good  dividends  for  a number  of  years, 
there  is  a hue  and  cry  of  fraud — watered 
stock,  etc.,  that  the  intrinsic  value  of  the 
assets  of  the  company  were  almost  nothing, 
as  compared  with  the  amount  carried  as 
plant,  franchises,  etc.,  on  their  books. 


At  this  point  it  might  be  as  well  to  say 
a few  words  about  “intrinsic  value.” 

What  is  it  and  what  part  does  it  play  in 
settlement  of  the  claims  of  creditors  ? 

In  mercantile  business  a bale  of  goods 
costing  $100  can  usually  be  counted  upon 
to  realize  from  sixty  per  cent  to  seventy- 
five  per  cent  of  its  cost  at  a forced  sale — 
the  same  probably  is  true  as  to  raw  material 
in  a manufactory — but  when  we  come  to 
machinery  in  a manufacturing  establish- 
ment, how  much  above  scrap  iron  prices 
does  it  realize? 

In  a trolley  line,  you  do  not  sell  the  rails 
or  cars  to  satisfy  a claim.  The  value  of  a 
rail  taken  from  a road  is  nothing  but  scrap 
prices — the  value  of  a car  at  second  hand 
represents  very  little  of  its  first  cost. 

All  matters  of  this  kind  must  be  taken  at 
a valuation  of  a going  business,  and  not  as 
to  its  value  in  case  of  a failure,  or  to  be 
used  as  an  asset  to  be  realized  upon  to  pay 
creditors. 

The  plain,  practical,  common-sense  view 
to  take  as  to  capitalization  is  not  that  the 
assets  owned  by  a company  in  a going 
business  could  possibly,  by  forced  or  even 
an  amicable  sale,  realize  enough  to  pay  the 
stock  and  bondholders  dollar  for  dollar  for 
their  investments,  unless  the  company  is 
sold  as  a whole,  arid  the  value  of  a company 
as  a whole  does  not  altogether  consist  in 
how  many  dollars’  worth  of  machinery, 
real  estate,  etc.,  there  may  be  owned  by  it, 
but  what  can  be  earned  by  these  appliances 
in  their  particular  environment. 

What  is  the  franchise,  the  good-will 
worth  ? On  what  amount  of  capitalization 
can  a fair  interest  be  made? 

Men  differ  in  their  judgment  as  to  these 
matters,  as  they  differ  in  every  other  busi- 
ness transaction. 

John  Jones  thinks  by  certain  changes  in 
the  operations  of  a company  he  can  afford 
to  buy  a concern  at  $100,000  more  than  it 
seems  that  the  old  concern  is  worth,  and 
has  the  courage  of  his  convictions  and  buys 
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it.  He  docs  not  stop  to  consider  the  value 
of  each  piece  of  machinery,  each  piece  of 
real  estate. 

He  wants  only  to  know  the  earning  capac- 
ity under  present  conditions,  and  has  faith 
in  his  own  judgment  as  to  future  results. 

Take  a puldic  utility  company,  say  an 
electric  company,  as  being  the  best  example 
of  intrinsic  or  no  intrinsic  value. 

One  year  ago  a plant  is  erected  that  cost 
$100,000,  and  to-day  we  find  a new  inven- 
tion that  has  made  our  plant  a back  num- 
ber, and  we  have  to  get  into  the  swim  and 
put  in  the  new  invention  if  we  want  to  keep 
in  touch  with  our  competitors. 

This  means  that  $100,000  of  our  invest- 
ment is  gone  and  we  put  another  $100,000 
in — and  now  have  an  investment  of  $200,- 
■000  and  have  an  intrinsic  value  of  $100,000 
for  how  long? 

To  be  sure  we  can  reduce  this  $200,000 


by  a depreciation  account  drawn  from  profit 
and  loss,  but  the  fact  still  remains  that  “in- 
trinsic value”  is  a matter  of  a day  or  a 
month  or  a year,  and  has  no  bearing  on  the 
value  of  a business,  and  that  no  company 
engaged  in  any  kind  of  business  could  by 
the  simple  process  of  liquidation  realize 
enough  from  its  assets  by  a piece-meal  sale 
to  pay  their  investors. 

The  term  intrinsic  value  is  a sadly  abused 
one  in  all  our  walks  of  life — it  is  as  de- 
ceptive as  measuring  distance  from  the 
mountain  top. 

We  buy  a piano  for  $1,000 — it  is  put  into 
a wagon  and  is  our  property — ^to-morrow 
we  try  to  sell  it — -we  can  get  but  $500. 

The  intrinsic  value  has  disappeared. 

We  buy  a watch,  household  furniture, 
anything ; we  endeavor  to  sell,  the  value 
disappears. 

(To  be  continued.) 


BANK  DEFALCATIONS 


BV  SEYMOUR  W.\LTON,  C.  P.  A. 


It  would  seem  that  the  banks  of  the 
country  should  adopt  some  plan  that  would 
tend  to  lessen  the  large  number  of  defal- 
cations that  have  recently  been  discovered. 
Every  accountant  knows  that  many  of  the 
shortages  that  occur  in  banks,  as  well  as 
in  ordinary  commercial  houses,  are  never 
made  public.  Not  long  ago  there  was 
a very  large  shortage  in  a bank  which  was 
•not  made  known  even  to  the  board  of  di- 
rectors, for  fear  that  a disastrous  run 
would  follow.  Although  the  defaulter  was 
bonded  by  a surety  company  no  attempt 
was  made  to  collect  on  the  bond,  because 
the  officers  were  of  the  opinion  that  the 
amount  that  could  be  thus  recovered  was 
too  small  in  comparison  with  the  total 
shortage  to  make  it  worth  while  to  collect 
it  and  then  to  face  the  inevitable  run. 

In  addition  to  the  cases  where  the  short- 


age is  discovered  but  not  made  public, 
there  may  be  an  unknown  number  of  in- 
stances in  which  the  shortage  is  temporary 
only.  When  the  money  has  been  used  in 
speculation  there  is  a chance  that  the  mar- 
ket may  turn  in  favor  of  the  defaulter  and 
he  may  be  able  to  replace  the  money  he 
has  taken  without  anyone  being  the  wiser. 

In  view  of  the  large  number  of  such 
cases  that  have  become  known  and  of  the 
unknown  number  that  may  exist,  the  offi- 
cers of  the  banks  owe  to  their  stockholders 
and  depositors  the  duty  of  adopting  some 
plan  that  will  make  such  defalcations  more 
difficult,  and  if  possible  prevent  them  alto- 
gether. The  trouble  with  the  situation  is 
not  that  it  is  impossible,  or  even  difficult, 
to  devise  a feasible  plan,  but  that  the  banks 
do  not  seem  to  appreciate  the  advantage 
of  this  kind  of  protection.  At  least  this 
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would  sccni  to  be  the  ease,  judg'ing  from 
my  own  experience  with  our  principal  Chi- 
cago banks. 

Some  years  ago,  after  a remarkalde  de- 
falcation by  an  officer  of  a large  local 
bank,  I visited  the  officers  of  similar  insti- 
tutions and  laid  before  them  a plan  by 
which  the  covering  up  of  a shortage  in  the 
out-of-town  accounts  could  lie  absolutely 
prevented  by  the  employment  of  public  ac- 
countants. The  history  of  all  large  defal- 
cations has  been  that  wrong  entries  have 
almost  ahvays  been  in  that  class  of  ac- 
counts, because  they  were  the  least  easy 
to  check.  Not  a single  hanker  could  ob- 
ject to  the  details  of  the  plan  nor  deny 
that  it  would  ef¥ect  its  object,  and  the  ex- 
pense was  so  small  in  comparison  with  the 
insurance  obtained  that  it  was  not  even 
discussed.  One  man  said  that  if  he  had 
to  watch  his  men  like  that  he  would  go  out 
of  business,  which  he  has  since  done.  An- 
other, that  he  might  be  foolishly  confident, 
but  that  he  knew  all  his  men  were  abso- 
lutely reliable.  It  has  since  cost  his  bank 
a good  many  thousand  dollars  to  find  out 


that  he  was  wrong.  ( fthers  made  similar 
excuses  for  themselves,  but  thought  the 
j)lan  an  excellent  one  for  everyone  else.  The 
crowning  interview  of  all  was  with  the 
active  officer  of  one  of  the  largest  banks, 
who  was  very  much  interested  in  the  idea 
and  commended  it  warmly,  but  did  not  think 
his  bank  needed  it.  It  must  have  been  a 
grim  jest  to  him  to  thus  ward  off  an  in- 
vestigation that  would  have  exposed  the 
largest  defalcation  this  city  has  ever 
known,  which  resulted  in  the  failure  of  the 
bank  and  suicide  of  the  officer  in  question. 

The  official  bank  examiners  are  not  to 
blame  for  not  discovering  these  discrepan- 
cies. They  have  not  the  time  to  do  it,  and 
it  is  not  strictly  any  part  of  their  duty. 
They  are  more  concerned  with  technical 
violations  of  the  banking  laws.  The  direc- 
tors are  supposed  to  see  that  the  interior 
machinery  of  the  bank  is  working  cor- 
rectly and  since  they  have  usually  neither 
the  time  nor  the  ability  properly  to  oversee 
its  operation,  they  should  employ  outside 
expert  assistance,  as  the  Comptroller  of 
the  Currency  has  advised  them  to  do. 


APPRAISEMENTS  AND  ACCOUNTANCY 


BY  FREDERICK  A.  CLEVELAND,  PH.D. 


(Concluded  from  April  issue.) 

THE  APPRAISEMENT  OF  PROPERTY  OF  A CON- 
CERN IN  LIQUIDATION. 

As  to  the  property  of  the  concern  in 
process  of  liquidation,  salability  or  converti- 
bility into  cash  is  again  the  governing  prin- 
ciple. A different  condition,  however,  pre- 
vails than  with  the  current  assets  of  a going 
concern.  Sale  or  conversion  is  not  to  be 
made  in  the  regular  course  of  business  since 
the  business  as  such  has  ceased.  If  con- 
version is  to  be  made  under  circumstances 
of  a forced  liquidation,  then  auction  process 
in  a poor  market  may  prevail.  If  it  be  a 


case  of  voluntary  liquidation,  the  appraiser 
must  consider  the  time  which  may  be  given 
to  buyers  as  well  as  the  better  opportunity 
which  may  be  had  to  find  purchasers  at  a 
higher  price. 

Similar  considerations  also  cause  an  in- 
vestor to  make  a special  appraisement  of 
value  of  a property  or  estate  offered  or  held 
under  contracts  of  lien  as  security  for  the 
payment  of  a note  or  bond  issue.  An  ex- 
pert appraiser  may,  by  conservative  judg- 
ment, arrive  at  a conclusion  as  to  the  value 
of  assets  for  the  purposes  of  a going  con- 
cern, which  is  far  different,  perhaps  twice 
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the  amount,  which  the  same  appraiser 
would  arrive  at  in  the  valuation  of  the  same 
assets  for  purposes  of  security.  The  con- 
tract of  security  is  one  permitting  the  cred- 
itor to  realize  by  process  of  forced  liquida- 
tion. While  the  property,  therefore,  is  that 
of  a going  concern,  the  appraisement  is 
made  on  the  assumption  of  winding  up,  and 
the  trustworthiness  of  the  judgment  of  the 
appraiser  for  purposes  of  investment  must 
be  judged  accordingly. 

APPR.MSEMENT,  OR  ASSESSMENT  FOR  PUR- 
POSES OF  TAXATION. 

The  accountant  at  times  may  be  called  on 
to  exercise  judgment  or  render  professional 
opinion  as  to  the  appraisement  of  property 
for  purposes  of  taxation.  Except  in  con- 
tested income  tax  cases,  this  has  heretofore 
been  considered  entirely  outside  of  his 
sphere.  But  even  for  the  purposes  of  a 
general  property  tax  (where  any  matter  of 
accounting  result  is  used  as  a basis  for  the 
judgment  or  estimate  of  value)  the  public 
accountant  may  be  brought  in,  not  for  the 
purpose  of  making  the  appraisement  (the 
public  appraisers  or  assessors  are  appointed 
ior  this),  but  to  give  professional  opinion 
and  advice  to  the  board  of  equalization  as 
to  whether  the  appraisement  has  been  prop- 
erly made.  In  such  circumstances,  how- 
ever, the  governing  principle  or  the  stand- 
ard which  is  to  be  used  to  measure  the 
judgment  of  the  assessors  must  be  a quite 
different  one  from  the  one  employed  as  a 
basis  for  critical  review  of  the  valuation  of 
properties  for  any  business  purpose.  The 
business  purpose  which  determines  the  ap- 
praisement of  value  of  the  capital  assets 
of  a going  concern  is  one  of  protection  of 
capital  against  impairment  and  of  arriving 
at  a proper  basis  for  the  estimate  of  profits. 
The  business  purpose  governing  the  ap- 
praisement of  the  current  assets  of  a going 
concern  is  to  determine  the  present  and 
prospective  avails  of  these  assets  in  current 
funds  or  cash  for  current  use.  The  busi- 
ness purpose  of  appraisement  of  the  assets 


of  a concern  which  is  winding  up  its  af- 
fairs is  judgment  as  to  controvertibility  or 
availability  of  the  entire  property  or  estate 
for  meeting  outstanding  liabilities  in  final 
distribution.  The  purpose  of  appraisement 
(assessment)  of  value  of  property  as  a basis 
for  taxation  is  to  arrive  at  a fair  and  equit- 
able apportionment  of  the  tax  burden. 
Equity  between  property  holders  to  be  de- 
termined from  the  point  of  view  of  ability 
to  pay  is  the  theory  on  which  a property  tax 
is  levied.  The  assessor  is  to  make  an  ap- 
praisement of  value  with  this  end  in  view. 

Regarding  the  equity  of  a tax  apportion-^ 
ment  as  the  determining  factor  in  appraise-^ 
ment,  the  judgment  of  the  appraiser  must 
be  governed  by  the  theory  of  equitable  dis- 
tribution under  which  he  is  to  act.  If  it  be 
assumed  that  the  tax  burden  is  to  be  borne 
by  the  various  members  of  the  community 
according  to  their  ability  to  pay  them,  since 
a tax  is  a current  expense  and  the  ability 
of  an  individual  to  pay  current  expenses 
depends  on  income,  the  assessment  or  ap- 
praisement of  value  of  properties  places  a 
property  tax  on  the  same  basis  as  an  income 
tax.  The  conclusion  may  be  accepted  as 
true,  with  this  qualification,  that  the  total 
property  valuation  which  is  to  be  used  as 
a common  denominator  in  the  apportion- 
ment should  include  not  only  a valuation 
of  properties  in  operation,  appraised  with 
respect  to  actual  incomes,  but  also  prop- 
erties not  in  operation  appraised  with  re- 
spect to  prospective  or  probable  incomes. 
In  arriving  at  “means”  as  a just  basis  for 
apportionment  of  a tax  burden,  the  board 
of  apportionment  or  tax  equalization  may 
find  it  necessary  to  call  in  the  services  of  a 
public  accountant  to  find  out  what  the  true 
incomes  of  companies  or  concerns  are,  in 
order  that  the  tax  assessment  may  be  fairly 
judged.  This  is  especially  true  of  large 
corporate  concerns  such  as  railways.  As- 
suming that  the  equalization  board  were  to 
take  this  view  of  the  case,  a proper  distribu- 
tion or  apportionment  of  taxes  would  re- 
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cjuire  that  they  ascertain  through  advice  of 
accountants  or  otherwise  whether  or  not  the 
report  of  net  income  or  net  profits  as  sliown 
hy  the  company  or  reported  to  them  is  a 
character  of  statement  that  might  lie  used 
as  a basis  for  official  action.  To  this  end 
infpfiry  should  be  made  as  to  whether  the 
company  had  charged  too  little  or  too  much 
to  the  several  expense  accounts,  whether 
too  little  or  too  much  had  been  allowed  for 
depreciation,  whether  a part  of  the  income 
of  the  road  had  been  hidden  in  betterments, 
whether  a part  of  the  receipts  from  sales  of 
credit  or  of  capital  resources  of  the  com- 
pany had  been  included  in  net  income, 
whether  the  capital  of  the  company  had  been 
impaired  by  distribution  in  dividends,  etc. 

5\'hatever  may  be  the  method  of  deter- 
mining whether  or  not  the  assessment  had 
been  properly  made,  the  conclusion  would 
seem  to  be  beyond  question  that  an  assess- 
ment or  appraisement  as  a basis  for  the 
equitable  apportionment  of  taxes  would  rest 
on  an  entirely  different  basis  than  an  as- 
sessment or  appraisement  for  a private  busi- 
ness use.  For  the  same  class  or  character 
of  property  and  the  same  amounts  in  kind, 
therefore,  at  least  four  different  conclu- 
sions might  be  reached,  according  to  the 
purpose  for  which  the  estimate  or  valuation 
was  to  be  made : ( i ) One  conclusion  might 
be  arrived  at  if  the  property  or  estate  were 
to  be  used  as  a capital  resource  of  a going 
concern.  (2)  Another  conclusion  might  be 
reached  if  it  were  appraised  as  a current 
asset  of  a going  concern.  (3)  A third 
judgment  might  be  quite  as  conservatively 
made  if  the  property  were  the  estate  of  a 
business  in  process  of  liquidation,  or  if  the 
appraisement  of  value  were  to  be  based  on 
the  possibility  of  a bond  issue.  (4)  A 
fourth  value  might  be  placed  on  it  as  a basis 
for  taxation. 

IMPORTANCE  OF  A KNOWLEDGE  OF  THE 
METHODS  OF  MAKING  AN  AP- 
PRAISEMENT. 

Since  the  accountant  is  not  an  appraiser, 
a knowledge  of  the  considerations  which 


should  govern  the  appraiser’s  judgment  can 
be  useful  only  as  a guide  to  a critical  exam- 
ination of  his  methods  and  results.  To  the 
appraiser  he  stands  in  the  same  relation  as 
to  the  bookkeeper.  He  must  know  the 
methods  of  bookkeeping  for  three  reasons : 
( I ) The  system  of  accounts  devised  and 
installed  by  the  accountant  must  depend  on 
the  bookkeeper  for  their  execution  or  ad- 
ministration; (2)  as  supervisor,  the  ac- 

countant must  know  how  the  books  should 
be  kept;  (3)  as  auditor,  he  must  take  cog- 
nizance of  the  principles  and  methods  em- 
ployed in  order  to  exercise  critical  judgment 
as  to  results  obtained.  In  matters  of  ap- 
praisement he  stands  in  much  the  same  rela- 
tion. While  at  no  time  in  the  practice  of 
his  profession  may  the  public  accountant  be 
called  upon  to  exercise  judgment  as  to 
value,  in  devising  system  of  accounts  he  may 
include  in  a system  devised  by  him  the 
method  and  manner  in  which  appraisements 
of  each  class  of  assets  shall  be  made,  and  to 
this  end  he  may  prescribe  the  form  in  which 
the  appraiser’s  report  shall  be  returned  to 
the  head  bookkeeper;  he  may  also  supervise 
the  taking  of  an  inventory  to  see  that  the 
specifications  are  properly  followed ; again, 
he  may  audit  or  critically  examine  the  re- 
sult before  attaching  his  certificate  to  the 
balance  sheet,  or  to  other  financial  reports 
and  summaries  of  assets.  For  any  of  these 
purposes  he  should  understand  accredited 
methods  and  be  able  to  reach  a conclusion 
as  to  whether  the  particular  method  under 
review  by  him  is  one  by  means  of  which  a 
fair  judgment  of  value  may  be  reached  by 
an  appraiser. 

STATEMENTS  OF  VALUE  DRAWN  FROM 
RECORDS  OF  COST. 

One  of  the  common  methods  employed 
for  stating  the  value  of  assets  is  to  carry 
down  the  footings  of  the  cost  of  properties. 
That  is,  the  asset  account  is  closed  without 
any  attempt  being  made  to  appraise  present 
worth,  either  by  calculation  of  depreciation 
or  otherwise.  While  this  is  the  method 
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most  frequently  used,  it  is  obvious  that  in 
such  a statement  no  attempt  is  made  to 
arrive  at  present  value.  At  the  time 
property  is  purchased,  it  niay  be  fairly  as- 
sumed that  in  the  mind  of  the  proprietor  or 
of  his  purchasing  agent  the  property  was 
worth  the  amount  paid.  Any  other  con- 
clusion would  be  based  on  the  opprobrious 
assumption  that  the  one  in  charge  is  unfit 
to  do  business.  Such  an  assumption  should 
not  be  engaged  either  by  the  bookkeeper  or 
by  the  accountant.  But  from  this  it  does 
not  follow  that  the  transaction  represents 
the  judgment  of  the  proprietor  or  of  his 
purcliasing  agent  ten  days  or  even  ten 
minutes  later.  A gold  mine  may  have  been 
purchased  at  a million  dollars.  The  next 
day  something  may  have  developed  which 
causes  the  proprietor  to  conclude  that  it  is 
not  worth  more  than  a hundred  thousand 
dollars.  A factory  site  may  have  been  pur- 
chased, and  as  one  of  the  considerations  in 
the  estimate  of  value  on  the  part  of  the 
purchaser  an  engineer’s  statement  of  water- 
power. A subsequent  examination  may 
show  a mistake  in  figures  which  would 
cause  the  purchaser  to  conclude  that  his 
previous  estimate  had  been  too  high.  It 
very  often  happens  that  a purchaser  is  led 
to  believe  that  he  has  paid  too  much  for  a 
property  as  soon  as  the  deal  is  closed. 

Even  when  cash  is  paid  for  a property 
the  cost  is  no  criterion  for  present  worth. 
The  most  that  can  be  said  is  that  it  indi- 
cates what,  by  the  purchaser,  was  consid- 
ered a conservative  estimate  of  value  at  the 
time  the  purchase  was  made,  and  therefore 
may  be  taken  into  consideration.  But  when 
cash  is  not  paid  (and  all  statements  of  as- 
sets are  reduced  to  a cash  basis),  when 
stock  liabilities  are  exchanged  therefor,  or 
other  properties  so  traded,  the  cost  price  as 
recorded  in  the  book  may  give  no  guide  to 
the  judgment  of  the  purchaser  as  to  worth 
at  the  time  of  the  transfer.  To  arrive  at 
this,  one  must  know  what  the  purchaser 
considered  the  property  or  liability  to  be 


worth  which  was  given  in  exchange,  and 
as  to  this  there  is  no  record.  A statement 
drawn  from  the  footings  and  balances  of 
asset  accounts  is  a bookkeeping  summary 
without  any  attempt  being  made  to  deter- 
mine present  value,  and  unless  the  book- 
keeper is  employed  or  empowered  to  make 
an  appraisement,  he  has  nothing  else  to  do. 
His  duty  it  is  to  record  transactions  and  to 
make  entries  in  the  book  or  books,  for 
which  he  is  held  responsible,  from  data  fur- 
nished. If  he  does  this  with  integrity  and 
shows  the  true  book  result  of  such  entries 
this  is  all  that  can  be  expected. 
•APPRAISEMENTS  MADE  BY  BOOKKEEPERS. 

It  sometimes  happens  that  in  a going  con- 
cern a special  bookkeeper  or  a head  book- 
keeper, a chief  clerk  or  a company  account- 
ing officer  is  called  on  to  make  an  appraise- 
ment. The  most  frequent  use  of  the  book- 
keeper or  clerk  in  this  capacity  is  to  “take 
stock.’’  Where  this  method  is  pursued,  in- 
quiry should  be  made  both  as  to  the  method 
and  as  to  the  competence  of  the  one  on 
whose  judgment  the  statement  is  based. 
In  any  case,  the  appraisement  seldom  goes 
further  than  the  “stock”  in  trade.  Even  if 
it  includes  all  of  the  “current  assets,”  still 
the  “capital  assets”  are  unappraised.  But 
as  to  the  assets  represented,  the  reliability 
of  the  report  or  estimate  as  a basis  for  ac- 
count is  open  to  investigation.  \\’as  an  in- 
ventory taken  If  so,  was  there  an  actual 
count?  If  an  actual  count  were  made,  was 
care  taken  to  include  damaged  or  shopworn 
goods  ? \Miat  was  the  basis  for  the  esti- 
mate of  value  of  the  “active”  stock,  and 
what  was  the  basis  for  the  “dead”  stock? 
This  being  determined,  question  may  come 
up  as  to  the  qualifications  of  the  one  whose 
judgment  was  recorded.  A\"as  he  familiar 
with  the  stock?  Did  he  know  the  market? 
Had  he  sufficient  knowledge  of  the  business 
to  know  what  might  have  been  expected  in 
the  regular  course  of  trade?  All  of  these 
and  other  questions  might  be  raised  in  de- 
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termining  his  competence  to  make  a trust- 
worthy judgment  as  to  value. 

THE  USE  OF  DEPRECIATION  TABLES  AND  SI.M- 
ILAR  DEVICES  FOR  DETERMINING 

present  value. 

Where  any  attempt  is  made  to  arrive  at 
present  value,  direct  appraisement  and  in- 
ventory record  is  most  frequently  used  with 
reference  to  current  assets.  In  getting  at 
the  v'alue  of  the  more  permanent  or  longer- 
lived  capital  assets,  however,  resort  is  often 
had  to  what  is  known  as  depreciation  tables. 
Instead  of  having  a review  and  inspection 
of  the  premises,  an  effort  is  made  to  devise 
a table  based  on  business  experience  by 
wdiich  the  life  of  the  asset  may  be  deter- 
mined, and  a proportionate  amount  may  be 
entered  each  year  as  depreciation.  This  is 
a method  of  arriving  at  the  present  value 
from  previous  cost  or  appraisement  through 
mathematical  calculation.  The  purpose  of 
appraisement  or  of  statement  of  value  of 
capital  assets  being  an  administrative  or 
proprietary  one  (i,  e.,  one  of  protection  of 
capital  against  impairment),  this  method 
has  been  found  well  adapted  to  the  end  or 
purpose  of  the  capital  accounts  of  a going 
concern,  although  it  could  not  be  used 
either  for  the  statement  of  current  assets 
nor  for  the  statement  of  the  assets  of  a con- 
cern winding  up  its  business. 

Generally  speaking,  there  are  two  ways 
of  accomplishing  this  result.  The  amount 
of  the  depreciation  calculated  may  be 
written  off  against  the  property,  or  the  esti- 
mated reduction  may  be  set  up  as  a surplus 
reserve.  When  the  reserve  method  is  em- 
ployed, the  handling  here  is  dependent  on 
the  basis  of  the  estimate  as  to  the  amount 
of  depreciation.  If,  for  example,  it  is  esti- 
mated that  a steel  cable  used  in  a power 
plant  will  last  ten  years  without  repair,  then 
ten  per  cent  of  the  cost  of  the  cable  would 
be  charged  each  year  against  current  in- 
come, and  any  repairs  that  were  made 
would  be  entered  as  a charge  against  the 


reserve.  Again,  if  it  is  estimated  that  the 
cable  would  last  twenty  years  by  keeping 
up  current  repairs,  a depreciation  reserve 
of  one-<twentieth  the  cost  of  the  cable  would 
be  set  up  and  entered  as  a current  expense 
in  addition  to  repairs  made. 

In  any  case,  however,  a depreciation  table 
is  nothing  but  a forecast  of  the  probable 
wasting  of  a property  or  an  asset.  The  table 
itself  is  a record  of  a judgment  made  in  ad- 
vance, which  the  bookkeeper  in  a clerical 
way  applies  to  the  account  to  be  handled. 
This  judgment  may  be  found  to  be  errone- 
ous ; it  may  not  be  borne  out  by  experience. 
The  accountant  should  therefore  inquire 
both  as  to  the  premises  or  foundation  for 
the  initial  judgment  in  accordance  with 
which  the  table  was  compiled  and  as  to 
whether,  as  far  as  possible,  this  result  is 
checked  by  current  experience.  The  depre- 
ciation tables  originally  used  may  have  been 
revised ; actual  appraisement  of  the  prop- 
erty may  show  that  the  wasting  of  the  par- 
ticular properties  under  consideration  did 
not  follow  the  general  experience,  in  which 
case  the  record  must  necessarily  be  cor- 
rected. 

THE  APPOINTMENT  OF  EXPERT  APPRAISERS 
AS  A MEANS  OF  DETERMINING 
VALUE. 

Of  all  the  methods  used  as  a basis  of  re- 
cording present  worth  the  appointment  of 
expert  appraisers  would  seem  to  commend 
itself  most  favorably  to  the  accountant. 
Even  for  determining  the  value  of  such 
capital  assets  as  buildings  and  other  perma- 
nent improvements  where  depreciation 
tables  have  been  worked  out  and  fairly  es- 
tablished in  general  experience,  it  would 
seem  that  an  occasional  expert  appraise- 
ment would  commend  itself.  It  has  already 
been  suggested  that  the  value  of  an  inven- 
tory of  “stock”  depends  largely  upon  the 
experience  of  the  stock-taker.  Where  ap- 
praisements are  made  of  other  classes  of 
property,  the  same  inquiry  is  pertinent. 
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Especially  is  this  true  of  estates  and  classes 
of  equipments  where  technical  knowledge 
becomes  necessary  to  a trustworthy  judg- 
ment. An  estimate  as  to  the  value  of  a 
steamboat,  which  may  be  accepted  and  con- 
sidered an  authentic,  document  for  the  pur- 
pose of  accounting,  must  come  from  an  ex- 
pert steamboat  appraiser.  To  be  qualified 
as  such  it  may  be  necessary  for  him  to  have 
a technical  knowledge  of  all  the  details  not 
only  of  steamboat  building  but  of  steamboat 
navigation.  A trustworthy  appraiser  of  real 
estate  must  have  knowledge  of  the  value  of 
building  locations  and  other  conditions 
afifecting  the  real  estate  market,  as  well  as 
the  prices  current  in  different  localities.  To 
estimate  whether  proper  allowances  have, 
been  made  for  depreciation  in  railway  prop- 
erties, the  appraiser  must  necessarily  have, 
not  only  a knowledge  of  the  mechanical  and 
engineering  side  of  railway  construction  and 
operation,  but  must  also  know  something 
of  the  character  of  use  to  which  the  property 
is  to  be  subjected  in  the  business  require- 
ments of  the  road. 

Generally  speaking,  the  accountant 


passes  on  the  work  of  the  appraiser  much 
as  a court  passes  on  a case  before  it  which 
involves  inquiry  into  the  conduct  of  an 
officer  whose  duty  it  is  to  exercise  discre- 
tionary power.  In  devising  a system  of  ac- 
counts he  may  lay  down  the  rules  govern- 
ing the  exercise  of  discretion  and  indicating 
the  subjects  to  which  the  rules  apply.  As  a 
supervisor  of  the  system  installed  he  may 
compel  the  exercise  of  discretion  by  an 
appraiser  though  he  cannot  influence  the 
judgment  as  to  value  which  is  reached  by 
him.  As  auditor,  his  duty  it  is  to  critically 
examine  the  result  and  detennine  whether 
the  judgment  of  the  appraiser  should  be  al- 
lowed to  stand  as  the  basis  for  bookkeeping 
entries  in  asset  accounts  and  in  summaries 
of  asset  accounts.  In  the  exercise  of  this 
function  the  accountant  should  inquire  with 
respect  to  the  purposes  of  the  appraisement, 
the  personal  qualifications  of  the  appraiser, 
and  the  method  employed  by  him  in  arriving 
at  his  conclusion.  This  done,  the  account- 
ant may  then  render  professional  opinion  as 
to  the  truth  or  falsity  of  statements  of  pres- 
ent worth  and  present  financial  condition. 


SOME  SPECIAL  POINTS  IN  ACCOUNTANCY  PRACTICE 
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AND  FINANCE.  NEW  YORK  UNIVERSITY 
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(Concluded  from  April  issue.) 

In  fact,  at  the  preesnt  time  pro- 
visions for  accrued  renewals  are  to  a 
large  extent  guesses,  though  it  may  be 
said  that  in  most  really  sound  undertak- 
ings the  guesses  appear  to  be  on  the  safe 
side.  In  due  course,  with  less  prosperous 
times,  the  provisions  are  likely  to  be  re- 
duced and  the  guesses  may  well  be  on  the 
wrong  side. 

The  whole  history  of  this  question  in 
America  shows  a swing  of  the  pendulum 


between  the  two  extremes  of  providing  in- 
sufficiently, so  unduly  increasing  earnings, 
and  providing  so  liberally  that  actual  addi- 
tions to  property  have  been  known  to  be 
charged  to  expenses  of  operation,  thus  un- 
duly depreciating  both  earnings  and  stock 
values.  It  is  here  that  the  inculcation  of 
sound  accounting  principles  can  be  of  value 
to  investors,  not  necessarily  in  changing 
a practice  which  may  in  both  extremes  be 
entirely  right  and  proper,  but  in  showing 
on  the  face  of  the  published  records  ex- 
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actly  what  provision  has  been  made  and 
the  basis  on  which  it  rests. 

CONSOLIDATED  BALANCE  SHEETS  AND  EARN- 
INGS ACCOUNTS. 

Perhaps  one  of  the  most  important  de- 
velopments of  accounting  practice  in  the 
last  few  years  has  been  due  to  the  grow- 
ing tendency  to  form  large  aggregations 
of  capital  on  the  basis  of  a control  by  one 
corporation  of  the  whole  or  the  majority 
of  the  stocks  of  a number  of  others.  It 
has  generally  been  considered  that  the  bal- 
ance sheet  of  any  corporation,  prepared 
from  books  and  records  properly  kept, 
would  disclose  its  true  financial  position, 
but  the  development  of  this  system  of  con- 
trol has  shown  that  such  a balance  sheet 
will  no  longer  suffice  for  this  purpose.  It 
is  important  to  realize  the  difference  be- 
tween an  investment  in  a company  repre- 
senting only  a small  proportion  of  its  capi- 
tal stock,  and  an  investment  representing 
the  whole  or  practically  the  whole,  and 
carrying  with  it  the  absolute  control  of  the 
operations.  Thus  corporation  “A”  may 
own  the  whole  stock  of  corporation  “B,” 
both  carrying  on  a similar  business.  Stock- 
holders in  “A”  may  know  this  fact,  but 
have  no  means  of  ascertaining  the  real  po- 
sition of  corporation  “B.”  “A”  having 

the  control  of  “B,”  may  turn  over  to  “B” 
all  its  unremunerative  work,  with  a result 
of  showing  large  profits  on  its  own  ac- 
counts, while  the  accounts  of  “B”  show 
correspondingly  large  losses.  Corporation 
“A”  in  its  balance  sheet  carries  its  in- 
vestments at  cost,  probably  merged  under 
the  general  head  of  “Cost  of  Properties,” 
with  all  its  other  capital  assets.  Corpora- 
tion “B”  may  incur  loans  from  corpora- 
tion “A”  which  largely  exceed  its  current 
assets,  and  may  have  been  expended  in  con- 
struction work,  or  even  lost  in  operations, 
while  corporation  “A”  carries  in  its  bal- 
ance sheet  these  same  loans  as  current  as- 
sets recoverable  on  demand.  It  is  only 


necessary  to  point  out  that  many  of  the 
railroad  receiverships  twelve  years  ago 
arose  out  of  a state  of  affairs  very  similar 
to  that  described,  to  show  that  this  is  not  an 
imaginary  condition.  Realizing  the  mis- 
leading character  of  the  ordinary  balance 
sheet  in  such  cases,  the  public  accountant 
has  evolved  the  consolidated  balance  sheet, 
the  basis  of  which  is  the  recognition  of 
the  common  sense  fact  that  a network  of 
companies  connected  with  each  other  by 
control  of  stockholdings  is  still  in  effect 
one  undertaking,  and  that  if  the  stock- 
holders in  the  holding  company  are  to 
have  before  them  a clear  statement  of  its 
position,  the  legal  technicalities  between  the 
different  companies  must  be  brushed  on 
one  side,  and  the  position  of  the  holding 
company  shown  in  its  relation,  not  to  these 
sub-companies,  but  to  the  general  public. 
To  give  a pictorial  illustration  of  this  posi- 
tion, imagine  a large  sphere  containing  a 
number  of  smaller  ones.  No  change  in 
size  or  position  of  the  smaller  spheres 
which  arises  inside  the  larger  one  can  in 
any  way  effect  the  latter,  in  which  in  turn 
no  change  can  take  place  except  by  the 
entry  of  something  from  outside,  or  the  ab- 
straction of  something  from  inside.  Thus 
the  whole  position  can  only  be  changed  by 
outside  influences  and  not  by  any  relative 
changes  of  its  component  parts.  The  con- 
solidation balance  sheet  represents  the  true 
position  of  the  whole  group  of  spheres  to 
the  outside  world,  and  is  thus  not  the  bal- 
ance sheet  of  a corporation,  but  of  a con- 
dition after  eliminating  all  the  relations  of 
the  spheres  one  to  another — debts  due  by 
one  company  of  the  group  to  another, 
stocks  of  one  company  owned  by  another, 
earnings  of  one  company  owned  by  another, 
are  all  eliminated.  The  amount  by  which 
the  value  of  the  stocks  of  any  company  on 
the  books  of  another  exceeds  or  falls  short 
of  the  par  value  thereof,  represents  an  addi- 
tion to  a diminution  of  the  asset  of  good- 
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will  in  the  final  balance  sheet,  and  as  a re- 
sult the  capital  assets  in  the  consolidated 
balance  sheet  consist  of  the  total  physical 
assets  of  all  the  companies,  that  is,  land, 
buildings,  plant,  machinery,  etc.,  and  in  ad- 
dition an  item  of  good-will  represented  by 

(a)  The  good-will  asset  in  the  balance 
sheets  of  the  subsidiary  companies,  and 

'(b)  The  amount  by  which  the  book 
value  of  the  stocks  of  one  company  held 
l>y  another  exceeds  or  falls  short  of  the  par 
value  of  that  stock. 

Similarly,  the  capital  liabilities  represent 
the  stocks  and  bonds  of  all  the  companies 
in  the  hands  of  the  public,  those  owned  be- 
tween companies  being  eliminated. 

The  consolidated  earnings  account  should 
"be  made  up  on  the  same  principles.  Profits 
resulting  to  one  company  out  of  sales  to 
another  should  be  eliminated.  Only  sales 
and  purchases  to  and  from  the  outside  pub- 
lic should  be  included,  so  that  no  profits 
are  considered  such  except  on  deliveries 
outside  the  organization. 

In  other  words,  the  whole  organization 
is  considered  as  merely  a series  of  sepa- 
rate works  under  the  same  ownership,  and 
the  same  accounting  principles  which 
would  apply  to  a corporation  owning  one 
small  factory  are  applied  to  the  large  cor- 
poration owning  the  whole  stocks  of  a 
number  of  subsidiary  companies,  which  in 
turn  own  the  stocks  of  other  subsidiary 
companies,  all  the  companies  in  the  group 
themselves  owning  and  operating  their 
own  factories.  It  will  readily  be  sup- 
posed that  in  practice  the  preparation  of 
a statement  of  earnings  exactly  on  the 
basis  here  laid  down  is  a difficult  mat- 
ter, and  probably  in  all  its  elements 
has  never  yet  been  attempted,  but  in- 
asmuch as  a neglect  of  these  principles, 
so  far  as  the  profit  and  loss  account  is  con- 
cerned, only  means  the  swelling  of  the  to- 
tals both  of  gross  earnings  and  cost  of 
operation,  it  is  not  of  so  much  importance, 
provided  that  the  valuation  of  the  stocks 


of  goods  on  hand  is  made  on  the  basis  of 
actual  labor,  material  and  expense  involved 
therein,  without  any  proportion  of  the 
profit  of  the  different  companies  in  the  or- 
ganization through  which  these  profits  may 
have  come. 

A balance  sheet  of  a corporation,  whose 
only  assets  are  stated  to  be  investments  in 
other  companies,  should  be  looked  upon 
with  suspicion,  unless  the  names  of  the 
other  companies  are  given,  and  clear  state- 
ments are  also  given  of  their  financial  po- 
sition, but  such  a collection  of  balance 
sheets  cannot  show  the  true  financial  posi- 
tion of  the  whole  group  until  they  are  all 
collected  into  one  and  the  inter-company  in- 
terests eliminated. 

CONCLUSION. 

In  the  above  sketches  an  attempt  has 
been  made  to  call  your  attention  in  a gen- 
eral way  to  the  nature  of  some  of  the  more 
important  questions  with  which  the  ac- 
countant has  to  deal.  Every  one  of  the 
matters  mentioned  is  of  frequent  occur- 
rence in  practice,  and  many  more  inge- 
nious arguments  than  can  be  mentioned  in 
the  limits  of  a lecture  are  continually 
brought  forward  in  the  support  of  meth- 
ods which  are  utterly  unsound.  The  ac- 
countant requires  to  be  a perfect  master  of 
his  subject  and  to  keep  a cool  head  and 
an  even  temper  in  discussing  such  problems 
and  endeavoring  to  upset  the  many  false 
theories  with  which  he  is  confronted.  Un- 
fortunately, in  too  many  cases,  the  supine- 
ness or  want  of  intelligence  of  the  average 
investor  is  such  that  the  accountant  ob- 
tains little  or  no  support  in  fighting  the 
battles  of  the  public,  to  whom  it  is  fre- 
quently a matter  of  perfect  indifference 
whether  a balance  sheet  is  certified  or  not, 
or  whether,  if  certified,  the  certificate  con- 
tains any  important  qualifications.  But  this 
condition  of  affairs  is  rapidly  changing. 
The  demand  for  an  independent,  unpreju- 
diced and  unbiased  examination  and  report 
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upon  the  published  accounts  of  corpora- 
tions is  increasing'  every  day,  aiul  it  is  safe 
to  predict  that  within  a few  years  the  cer- 


Idl 

tificate  of  a i)iihlic  accountant  to  corpora- 
tion balance  sheets  will  he  universal  in  this 
country  as  it  is  to-day  in  Great  Britain. 


MISCELLANY 


THE  M.CHIGAN  LAW 

W'e  are  indebted  to  Mr.  D.  W.  Springer, 
chairman  of  the  legislative  committee  of 
the  Michigan  Association,  for  a copy  of 
the  C.  P.  A.  law  enacted  Iw  the  legislature, 
which  was  signed  by  the  governor  on  May 
4.  We  congratulate  the  profession  in 
[Michigan  upon  the  success  of  their  ef- 
forts in  obtaining  the  passage  of  this  bill. 

"an  act 

To  establish  a board  of  accountancy,  to 
provide  for  the  granting  of  certificates  to 
those  public  accountants  who  qualify  un- 
der the  provisions  of  this  act  and  to  pro- 
vide a penalty  for  violations  thereof. 

"The  people  of  the  state  of  [Michigan 
enact : 

"Section  i.  Any  person,  residing  or 
having  a place  for  the  regular  transaction 
of  business  in  the  state  of  Michigan,  being 
over  the  age  of  twenty-one  years,  of  good 
moral  character,  who  shall  have  received 
from  the  governor  of  the  state  of  Michigan 
a certificate  of  his  qualifications  to  practice 
as  a public  accountant,  as  hereinafter  pro- 
vided, shall  be  styled  and  known  as  a cer- 
tified public  accountant,  and  no  other  per- 
son shall  assume  such  title  or  use  the  ab- 
breviation C.  P.  A.,  or  any  other  words, 
letters  or  figures  to  indicate  that  the  per- 
son using  the  same  is  such  certified  public 
accountant. 

"Section  2.  Within  thirty  days  after 
this  act  takes  efifect,  the  governor  shall  ap- 
point three  persons  to  constitute  and  serve 
as  a board  of  accountancy.  Two  members 
of  this  board  first  appointed  shall  be  se- 
lected by  the  governor  from  a list  of  names 
of  public  accountants  who  have  been  prac- 


ticing in  the  state  of  Michigan  for  a pe- 
riod of  at  least  three  years,  one  of  whom 
shall  be  appointed  for  a term  ending  Jan- 
uary I,  1908,  and  one  for  a term  ending 
January  1,  1910,  and  upon  the  expiration 
of  each  of  said  terms  and  of  each  succeed- 
ing term,  a member  shall  be  appointed  for 
a term  of  three  years:  Provided,  that  the 

successors  of  the  first  two  members  who 
are  public  accountants  shall  be  selected 
from  the  holder  of  certificates  under  this 
act.  One  member  of  this  board  shall  be 
a practicing  attorney,  in  good  standing  in 
the  courts  of  the  state  of  Michigan,  ap- 
pointed in  the  first  instance  for  a term 
ending  January  i,  1909,  and  upon  the  ex- 
piration of  said  term,  and  of  any  succeed- 
ing term,  a member  shall  be  appointed  for 
a term  of  three  years,  such  successors  to 
be  practicing  attorneys  in  good  standing, 
as  hereinbefore  mentioned.  Any  vacancies 
that  may  occur  from  any  cause  shall  be 
filled  by  the  governor  for  the  unexpired 
term  under  the  same  conditions  that  gov- 
ern regular  appointments. 

"Section  3.  The  board  of  accountancy 
shall  at  its  first  meeting  formulate  rules  for 
its  own  guidance,  not  inconsistent  with  the 
provisions  of  this  act,  a copy  of  which  will 
be  sent  to  all  public  accountants  in  the 
state.  Satisfactory  evidence  of  good  moral 
character  shall  be  required  from  each  ap- 
plicant for  his  certificate.  Examinations 
of  persons  applying  for  certificates  under 
this  act  shall  be  held  at  least  twice  each 
year  at  such  time  and  places  as  applica- 
tions may  warrant.  The  time  and  place 
for  holding  the  examination  shall  be  duly 
advertised  at  least  three  consecutive  days 
in  a daily  newspaper  published  in  Detroit, 


162 


TKe  Auditor 


Grand  Rapids,  Saginaw,  Marquette  and 
Houghton  at  least  thirty  days  prior  to  the 
date  for  such  examinations,  and  notice  of 
the  same  shall  be  mailed  to  all  holders  of 
certificates  under  this  act,  as  well  as  ap- 
plicants. The  examination  shall  cover  the 
following  subjects:  Theory  of  accounts, 

practical  accounting,  auditing  and  commer- 
cial laws  as  affecting  accountancy.  The 
fees  for  such  examination  shall  be  twenty- 
■'five  dollars  for  each  applicant,  payable  to 
•the  treasurer  of  the  board  at  least  ten  days 
prior  to  the  holding  of  the  examination. 
The  board  may  in  its  discretion  waive  the 
examination  of  any  applicant  not  later  than 
the  year  1906,  who  in  addition  to  the  qual- 
ifications mention  in  section  i,  shall  have 
been  a practicing  public  accountant  in  this 
state  for  more  than  one  year  prior  to  the 
passage  of  this  act.  Each  applicant  for 
whom  examination  is  waived,  shall  pay  to 
the  treasurer  of  the  board  the  sum  of 
twenty-five  dollars  when  recommended  to 
the  governor  for  a certificate.  The  board 
shall  maintain  a register  of  the  names  and 
addresses  of  all  persons  receiving  certifi- 
cates under  this  act.  The  members  of  the 
board  shall  receive  as  compensation  for 
their  services  ten  dollars  per  day  for  the 
time  actually  spent  and  the  necessary  ex- 
penses incurred  in  the  discharge  of  their 
duties  as  members  of  said  board : Pro- 

vided, however,  that  all  compensation  for 
services  and  expenses  shall  not  exceed  the 
amounts  received  as  fees  from  applicants. 
All  bills  for  expenses  and  salaries  shall  be 
allowed  in  open  meeting  of  the  board  and 
shall  be  paid  from  the  fees  received  under 
the  provisions  of  this  act.  All  money  re- 
ceived in  excess  of  payments  shall  be  paid 
into  the  state  treasury  at  the  end  of  each 
year,  and  so  much  thereof  as  shall  be  nec- 
essary to  meet  the  current  expenses  of  said 
board  shall  be  subject  to  the  order  thereof, 
if,  in  any  year,  the  receipts  of  said  board 
shall  not  equal  its  expenses.  The  board 
shall  make  an  annual  report  to  the  gov- 


ernor, containing  a full  account  of  its  pro- 
ceedings, and  render  an  annual  financial 
account  to  the  board  of  state  auditors. 

“Section  4.  The  governor  shall  issue 
certificates  to  those  persons  who  are  rec- 
ommended to  him  by  the  board  of  account- 
ancy as  having  qualified  under  the  pro- 
visions of  this  act.  The  governor  may  re- 
voke any  certificate  for  sufficient  cause, 
after  written  notice  to  the  holder  thereof, 
and  a hearing  thereon,  and  shall  issue  such 
notice  whenever  requested  to  by  the  board. 

“Section  5.  The  board  of  accountancy 
may,  in  its  discretion,  register  the  certifi- 
cate of  any  certified  public  accountant, 
who  is  a lawful  holder  of  a C.  P.  A. 
certificate  issued  under  the  law  of  an- 
other state,  and  may  issue  to  such  cer- 
tified public  accountant  a certificate  of 
registration,  which  certificate  shall  en- 
title the  holder  to  practice  as  such 
certified  public  accountant,  and  to  use 
the  abbreviation  C.  P.  A.  in  the  state : 
Provided,  however,  that  such  other  state 
extends  similar  privileges  to  certified  pub- 
lic accountants  of  this  state.  The  regular 
fee  of  twenty-five  dollars  shall  be  charged 
for  such  certificate.  Certificates  of  regis- 
tration may  be  canceled  in  the  same  man- 
ner as  section  4 provides  for  the  revoking 
of  certificates  issued  under  this  act. 

“Section  6.  If  any  person  shall  hold 
himself  out  to  the  public  as  having  re- 
ceived a certificate,  as  provided  in  this  act, 
or  shall  assume  to  practice  as  a certified 
public  accountant  or  use  the  abbreviation 
C.  P.  A.,  or  any  other  letters,  words  or 
figures  to  indicate  that  the  person  using 
the  same  is  such  certified  public  accountant, 
without  having  received  such  certificate, 
or  after  the  same  shall  have  been  revoked, 
he  shall  be  deemed  guilty  of  a misde- 
meanor, the  penalty  of  which  shall  be  a 
fine  of  not  less  than  one  hundred  dollars 
nor  more  than  five  hundred  dollars  for 
each  oft’ense,  or  imprisonment  in  the  county 
jail  for  a period  not  exceeding  six  months. 
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“Section  7.  Every  person,  liaving  been 
granted  a certificate  under  tlie  provisions 
of  this  act,  shall  give  a five-thousand-dollar 
bond  to  the  secretary  of  state  before  en- 
tering upon  his  duties,  for  the  faithful  per- 
formance of  the  same.” 


ACCOUNTANTS'  BANQUET 

CERTIFIED  PUBLIC  ACCOUNTANTS  MEET. 

The  Maryland  Association  of  Certified 
Public  Accountants  held  its  regular 
monthly  meeting  last  night  at  the  Hotel 
Belvedere. 

A motion  was  offered  and  unanimously 
passed  that  the  Maryland  association  join 
the  American  Association  of  Public  Ac- 
countants, which  is  the  recognized  national 
body  of  public  accountants  in  the  United 
States.  After  all  business  had  been  dis- 
posed of  the  meeting  adjourned  to  the  ban- 
quet hall  where  a circular  table  was  ar- 
ranged and  the  following  menu  served : 
Little  Neck  Clams 
Cocktail 

Cream  of  Chicken  a la  Reine 
Radishes  Celery  Salt  Almonds  Sauterre 
Saddle  of  Lamb  a la  Jardinere 
New  Peas  Pommes  Rissoles 

Presh  Asparagus 

Sweetbreads  braise  a la  Perigeriux 
Punch 

Roast  Squab 

Salad  Romaine  Champagne 
Clave  Lantasie  Petit  Pours 
Cheese  Perfectos  Cafe 

Among  those  present  were  Alfred  At- 
kinson, Thomas  L.  Berry,  Prank  Black- 
lock,  Ferdinand  L.  Brauns,  Garry  Brown, 
Alexander  Dodd,  C.  R.  Evans,  A.  C. 
Feuss,  Eugene  Greenway,  Charles  O.  Hall, 
Charles  L.  Hehl,  John  Kuchler,  Karl  L. 
Lee,  Raleigh  T.  Lilley,  John  U.  Marked, 
C.  V.  Starkloff,  Max  Teichmann  and  John 
A.  Tompkins. 

The  officers  of  the  Maryland  Association 
of  Certified  Public  Accountants  are 


Hiomas  L.  Berry,  persident;  Ferdinand  L. 
Brauns,  vice-president;  Charles  O.  Halff 
secretary;  Charles  L.  Hehl,  treasurer. 


ILLINOIS  SOCIETY 

At  the  annual  meeting  of  the  Illinois 
Society  of  Certified  Public  Accountants, 
held  on  April  25,  1905,  the  following  offic- 
ers, directors  and  delegates  were  elected : 

J.  Porter  Joplin,  president. 

C.  J.  Marr,  vice-president. 

R.  S.  Buchanan,  secretary  and  treasurer. 

Ernest  Reckitt,  John  A.  Cooper,  Sey- 
mour Walton,  Edward  E.  Gore,  directors. 

William  H.  Roberts,  Edward  Allen,  au- 
ditors. 

John  A.  Cooper,  Edward  E.  Gore,  dele- 
gates to  federation. 

The  address  of  Mr.  R.  S.  Buchanan,  the 
new  secretary  and  treasurer,  is  i8g  La  Salle 
street,  Chicago. 


FRANCIS  W,  RADFORD 

The  Washington  Society  of  Certified 
Public  Accountants  has  suffered  a severe 
loss  in  the  death  of  Mr.  Francis  W.  Rad- 
ford, who  was  the  senior  member  of  the 
society.  The  following  resolution  was 
passed  by  the  society  at  a meeting  held 
April  28: 

“Whereas,  It  has  pleased  the  Supreme 
Ruler  of  the  universe  to  remove  from  our 
midst,  Francis  W.  Radford,  a fellow  and 
charter  member  of  this  society.  It  is 
hereby 

“Resolved,  That  by  his  death,  the  mem- 
bers of  this  society  have  sustained  a loss 
of  a highly  esteemed  colleague  and  friend, 
whose  wise  council  and  fellowship  they 
will  sadly  miss ; that  they  extend  to  the 
bereaved  wife  and  family  sincere  sympathy 
in  the  sad  affliction  thus  experienced ; that 
this  resolution  be  entered  upon  the  records 
of  the  society,  and  that  a copy  of  the  res- 
olution to  be  sent  to  the  widow  of  our  late 
brother.” 
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A noticeable  feature  of  the  meetings  of 
the  associations  or  other  bodies  representing 
different  lines  of  business  is 
Publicity.  the  prominence  which  is  be- 
ing  given  to  the  subject  of 
accountancy.  The  bank  clerks  and  the  street 
(railway  men  seem  to  be  especially  inter- 
ested in  this  question,  and  have  listened  to 
frequent  addresses  from  members  of  their 
own  associations  on  topics  of  this  nature. 
In  fact,  it  would  appear  that  everybody  is 
extremely  interested  in  the  Subject  of  ac- 
countancy, except  the  accountants  tiiem- 
selvcs,  for  no  effort  has  ever  been  made  by 
the  directors  of  the  Illinois  society,  nor,  so 
far  as  we  know,  by  any  other  society,  to 
bring  the  importance  of  accountancy  to  the 
attention  of  any  society  or  body  of  men 
by  delivering  proper  addresses  before  them. 
The  single  exception  was  an  address  before 
the  bankers  of  this  state  last  fall,  which 
was  of  importance  principally  as  an  object 
lesson  to  show  that  business  men  would 
welcome  the  public  accountant  to  their 
meetings,  if  he  were  sufficiently  mindful  of 
his  own  interests  to  attend,  and  would  take 
the  trouble  to  prepare  a paper  on  some  sub- 
ject that  would  hold  the  attention  of  his 
hearers.  It  would  be  better  for  the  speaker 
if  he  had  a more  formal  standing  before  the 
meeting  than  his  individual  position  in  the 
profession  would  give  him,  and  therefore 
he  should  be  sent  to  the  association  before 


which  he  is  to  siieak,  as  the  official  dele- 
gate of  the  C.  P.  A.  society  to  which  he 
belongs.  Apparently,  however,  the  differ- 
ent .societies  of  accountants  are  entirely 
satisfied  with  the  condition  of  the  public 
mind  as  it  is  found  at  present,  and  do  not 
think  it  advisable  to  do  anything  to  educate 
the  business  world  in  regard  to  the  import- 
ance and  value  of  the  services  of  the  certi- 
fied public  accountant.  Possibly  the  reason 
for  this  lies  in  the  high  standing  of  the 
members  of  the  board  of  directors,  which 
has  given  them  so  much  business  that  they 
do  not  appreciate  the  necessity  of  extending 
the  field  covered  by  the  profession.  What- 
ever the  reason,  it  is  undoubtedh’  true  that 
no  effort  has  been  made  to  bring  the  pecu- 
liar work  of  the  accountant  to  the  notice 
of  the  general  public  in  any  official  way  ex- 
cept by  the  establishment  of  this  magazine. 

In  this  connection  we  might  say  a word 
about  the  individual  accountant  and  his 
disinclination  to  appear  in  print.  Several 
subjects  have  been  suggested  in  these  col- 
umns on  which  discussion  was  invited,  sub- 
jects that  are  of  interest  to  every  accountant 
land  to  the  majority  of  business  men.  and 
not  a single  accountant  has  taken  the  trou- 
ble to  write  even  a short  article  on  anv  one 
of  the  topics. 

Philess  the  profession  is  itself  alive  to  the 
importance  of  bringing  the  value  of  its  serv- 
ices to  the  attention  of  the  public,  it  is  idle 
for  us  to  complain  of  the  inroads  made  into 
our  business  by  the  stationery  salesmen  who 
are  posing  as  accountants. 


Pluck  wins ; it  always  wins,  though  days  be  . 
slow, 

And  nights  be  dark  ’twixt  days  that  come 
and  go — 

Still  Pluck  will  win ; its  average  is  sure. 

He  wins  the  most  who  can  the  most  endure, 
\Mio  faces  evils,  he  who  never  shirks. 

Who  waits  and  watches,  and  who  always 
works. 
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The  growth  of  the  profession  of  Public 
Accountant  in  the  United  States,  during 
the  last  ten  years,  has  attracted  much  atten- 
tion among  all  classes  of  the  commercial 
community,  and  the  organization  and  work 
of  such  schools  as  the  Evening.  School  of 
Accounts  and  Finance,  and  the  New  York 
University  School  of  .Commerce,  Accounts 
and  Finance,  is  the  best  evidence  that 
the  profession  appeals  to  educational  au- 
thorities as  affording  opportunities  of 
jirofitable  occupation  and  advancement  for 
men  of  superior  ability  and  attainments.  It 
is  no  doubt  for  this  reason  that  the  subject 
of  this  lecture  was  suggested  as  one  that 
would  be  of  interest  to  members  of  this 
School,  in  giving  them  a short  account  of 
the  profession  in  the  past  and  in  the  present, 
and  at  the  same  time  informing  them  of  the 
aims  and  objects  which  its  leaders  have  in 
view  for  its  future  development. 

The  date  of  origin  of  Public  Accountancy 
as  a jirofession  is  a matter  of  speculation, 
mainly  because  it  is  a gradual  evolution 
from  the  occupation  of  the  bookkeeper  (also 
formerly  and  still  styled  (“Accountant”) 
through  that  of  “Auditor”  (in  the  sense  in 
which  the  word  is  used  to  describe  a cor- 
poration official  ) to  that  of  a skilled  business 
investigator.  The  Public  Accountant  of  the 
present  day  may  be  defined  as : 

A person  skilled  in  commercial  and  finan- 


cial affairs,  and  jiarticularly  in  the  ac- 
counts relating  thereto,  and  competent 
to  investigate  and  report  thereon  ; who 
continuously  jilaces  his  services  at  the 
disposal  of  the  general  public  for  re- 
muneration. 

While  the  science  of  Bookkeeping  and 
Accounts  is  probably  as  old  as  civilization  it- 
self, the  practical  combination  thereof  with 
the  science  of  Commerce  and  Finance  as 
now  understood  and  the  application  of  the 
theories  and  jiractice  resulting  therefrom  to 
the  benefit  of  the  jiublic,  is  of  comparatively 
recent  origin. 

The  oldest  organized  body  of  Public  Ac- 
countants in  existence  is  the  Society  of  Ac- 
countants in  Edinburgh,  which  was  incor- 
porated fyv  Royal  Charter  in  1854;  but  even 
at  that  date  there  was  a very  distinct  idea  of 
a profession,  for  the  petition  for  the  Charter 
recites  that  “the  Profession  of  Accountants, 
to  which  the  Petitioners  belong,  is  of  long 
standing  and  great  respectability,  and  has 
of  late  years  grown  into  very  considerable 
importance  : That  the  business  of  Account- 
ant, as  ]iracticed  in  Edingburgh,  is  varied 
and  extensive,  embracing  all  matters  of 
account,  and  requiring  for  its  proper  execu- 
tion, not  merely  thorough  knowledge  of 
those  departments  of  business  which  fall 
within  the  jirovince  of  the  Actuary,  but  an 
intimate  acquaintance  with  the  general  prin- 
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ciples  of  law,  particularly  of  the  law  of 
Scotland;  and  more  es])ecially  with  those 
branches  of  it  which  have  relation  to  the 
law  of  merchant,  to  insolvency  and  bank- 
ruptcy, and  to  all  ri<^hts  connected  with 
])roperty." 

The  Edinburg  Society  was  closely  fol- 
lowed by  the  Institute  of  Accountants  and 
Actuaries  in  Glasgow,  incorporated  by 
Royal  Charter  in  1855,  which  is  celebrating 
its  jubilee  in  this  month  of  March,  IQ05, 
and  later  on  by  the  Society  of  Accountants 
in  .Aberdeen,  which  received  its  charter  in 
1867. 

In  England  there  were  in  various  towns 
local  societies,  the  leading  one  being  the  In- 
stitute of  .Accountants  formed  in  London 
in  1870,  but  it  was  not  until  the  granting  t(^ 
the  Institute  of  Chartered  .Accountants  in 
England  and  Wales  of  a Royal  Charter  on 
May  II,  1880,  that  the  term  “Chartered 
Accountant"  as  the  degree  of  the  profes- 
sion was  recognized  there.  In  view  of  the 
development  of  similar  organizations  in  the 
Canted  States,  it  is  interesting  to  note  that 
at  the  time  of  the  granting  of  the  Royal 
Charter,  the  Institute  of  Chartered  Account- 
ants was  required  to  admit  as  a fellow  every 
person  who  was  in  jiractice  as  a Public  .Ac- 
countant on  January  i,  1879,  and  who  up  to 
the  time  of  his  applying  to  be  admitted  a 
Eellow  had  been  continuously  in  practice  as 
a Public  .Accountant  for  five  years.  It  is  gen- 
prallv  believed,  although  there  is  naturally 
no  s]iecific  evidence  on  this  point,  that  many 
were  so  admitted  who  in  the  higher  view 
taken  at  the  present  day  of  the  qualifications 
necessarv  for  the  profession,  would  not  he 
considered  eligible.  Erom  the  date  of  the 
granting  of  that  Charter,  the  profession  has 
grown  largelv  in  numbers  and  in  standing, 
and,  including  the  vounger  Institute  in  Ire- 
land, there  are  appro .ximately  four  thousand 
Chartered  .Accountants  in  Great  P>ritain  and 
Ireland  at  the  present  time,  of  whom  not  less 
than  two-thirds  are  in  practice  on  their  own 
account,  and  it  may  safelv  be  said  that 


throughout  Great  Britain  the  Chartered  .Ac- 
countant, as  a class,  is  recognized  as  a mem- 
ber of  a learned  profession  of  equal  im- 
portance to  the  business  community  with  the 
lawyer  and  the  engineer.  In  Canada  also 
the  profession  is  well  established  under  the 
same  degree  of  Chartered  Accountant,  the 
use  of  which  is  restricted  to  the  members 
of  the  following  Societies,  comprising  a 
membership  of  approximately  one  hundred : 

.Association  of  .Accountants  in  Alontreal, 
incorporated  by  Royal  Charter  Jul\-  24, 
1880. 

Ontario  .Association  of  Chartered  .Ac- 
countants, incorporated  by  Royal  Charter 
lAb.  I,  1883. 

Xova  Scotia  .Association  of  Chartered 
.Accountants,  incorporated  by  Royal  Charter 
March  30,  1900. 

Alanitoba  .Association  of  Chartered  .Ac- 
countants, incorporated  by  Royal  Charter 
May  15,  1902,  and  lastly  the  Dominion 
.Association  of  Chartered  .Accountants  in- 
corporated by  Royal  Charter  November  8, 
1902. 

( The  latter  was  incorporated  as  a Na- 
tional body  to  bring  together  the  members 
of  the  dififerent  provincial  .Associations.) 

In  Great  Britain  it  is  necessarv  that  the 
aspirant  to  membership  of  the  profession 
be  apprenticed  to  a member  of  one  or  other 
of  the  .Associations  of  Chartered  .Account- 
ants for  a term  of  five  years  for  the  purpose 
of  practical  instruction.  This  term  of  .ser- 
vice is  considered  so  necessary  and  of  such 
value  that  premiums,  varying  from  S250  to 
$2,500,  are  paid  to  employers  for  the  priv- 
ilege of  working  in  their  offices : and  as  a 
rule  the  '‘.Articled  Clerk,”  as  he  is  stvled, 
receives  no  salary  during  this  term  ajipren- 
ticeship.  Before  he  is  articled  he  is  required 
to  pass  a preliminary  examination  or  to 
have  passed  equivalent  examinations  else- 
where as  a guarantee  that  he  has  had  a first- 
rate  general  education  ; and  during  and  at 
the  end  of  the  term  of  apprenticeship  he  has 
to  pass  two  further  examinations.  The 
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subjects  laid  down  for  these  examinations 
are  tlie  following : 

lioolckeeping  and  Accounts  (inclnding 
rartnershi])  and  Execntorshii>  Accounts). 

.\nditing. 

The  Rights  and  Duties  of  Li([uidators, 
Trustees  and  Receivers. 

The  Principles  of  the  Law  of  P>ankrnptcy. 

The  Princii)les  of  the  Law  relating-  to 
Joint  Stock  Companies  (here  known-  as 
corporations ) . 

The  Princi])les  of  Mercantile  Law. 

The  Princijdes  of  the  Law  of  Arbitration 
and  Awards. 

And  the  Scotch  Societies,  under  some- 
what different  headings,  including  the  same 
subjects  and  in  addition: 

The  Elements  of  Actuarial  Science,  and 
The  Elements  of  Political  Economy. 

When  the  student  has  completed  his  term 
of  articles,  and  has  passed  his  final  examina- 
tions, he  is  then  eligible  for  admission  as  an 
associate  of  the  Institute.  If  he  then  com- 
mences practice  on  his  own  account  as  a 
principal,  and  continues  therein  for  five 
years,  he  can,  without  further  examination, 
take  a degree  of  “Fellow,”  and  it  will  be 
seen,  therefore,  that  the  latter  degree  in- 
sures not  oidy  a thorough  knowledge,  tested 
by  examination,  of  the  theorv  of  all  the  sub- 
jects which  are  necessary  for  the  practice  of 
his  profession,  but  also  practical  experience 
in  the  application  of  these  princii)les,  both 
as  student  and  as  Principal. 

The  Scotch  Societies  give  only  one  degree^ 
namely,  that,  of  Chartered  Accountant,  and 
no  distinction  is  made  between  members  of 
the  Society  in  practice,  or  not  in  practice. 

These  qualifications,  and  in  particular  the 
necessity  of  serving  a term  of  apprentice- 
ship, made  it  difficult  for  many  who  consid- 
ered themselves  otherwise  competent  to  ac- 
quire the  degree  of  Chartered  Accountant ; 
and  accordingly,  in  1885,  another  body, 
known  as  the  Society  of  Accountants  and 
Auditors,  was  incorporated  in  England  un- 
der the  law's  relating  to  Joint  Stock  Com- 


|)anics.  In  its  early  stages  this  Society  ad- 
mitted as  members  a large  number  of  indi- 
viduals without  any  examination,  and 
without  rc(|uiring  any  special  term  of  service 
nor  was  it  necessary  that  its  I'ellows,  as  is 
the  case  with  h'ellows  of  the  Institute  of 
Charterefl  Accountants,  should  have  had 
any  actual  practical  ex])erience  in  their  pro- 
fession. Manv  of  its  members  were,  and  are 
at  the  present  date,  officers  of  cor])orations 
or  municipals  bodies,  who  are  not,  and  never 
have  been.  Public  Accountants  in  the  proper 
sense  of  the  word.  During  recent  years,  as 
might  be  expected,  the  membership  of  this 
body  has  growm  largely,  and  in  1902  new 
regulations  were  adopted  under  wdiich  a 
candidate  for  Fellow-ship  is  required  to  have 
been  continuously  in  practice  as  a Public  Ac- 
countant for  not  less  than  seven  years  im- 
mediately prior  to  his  ap])lication.  To  be- 
come an  associate,  it  is  necessary  to  pass 
certain  examinations  and  the  Board  have 
discretionary  powers  to  require  service  un- 
der Articles  for  five  years  ; but  a longer  term 
of  service  will  be  accepted  in  lieu  of  Arti- 
cles. The  general  scheme  and  the  subjects 
for  examination  under  these  new  regula- 
tions, are  almost  identical  with  those  of  the 
Institute  of  Chartered  Accountants  ; and  the 
standing  of  the  Society  has  improved  to 
such  an  extent  that  those  of  its  member^ 
who  are  in  practice  as  Public  Accountants, 
are  duly  recognized  as  professional  men, 
though  perhaps  on  a lower  standard  than  the 
Chartered  Accountant.  At  the  present  time 
there  appears  to  be  approximately  tw-o  thou- 
sand members  of  this  Society  in  Great 
Britain  and  the  Colonies,  of  which  perhaps 
1,200  are  in  practice  as  Incorporated  Ac- 
countants. 

The  existence  in  England  of  these  two 
somewhat  conflicting  bodies  has  not  been  a 
benefit  to  the  profession  in  that  country, 
and  it  is  mainly  owing  to  the  opposition 
which  one  bodv  generally  gives  to  every 
proposition  for  legislative  action  put  for- 
ward by  the  other,  that  in  spite  of  the  gen- 
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I'ral  recognition  of  the  ])rofession  by  the 
commercial  community,  no  "eneral  legal 
recognition  has  yet  been  obtained  : and  with 
few  and  unim])ortant  exce])tions,  no  mention 
of  the  title  of  “Chartered  Accountant”  or 
"I'uL'lic  Accountant"  will  be  found  in  Acts 
of  Parliament  containing  provisions  relating 
to  accounts.  About  eight  years  ago  an  at- 
tem])t  was  made  to  bring  about  an  under- 
standing between  the  two  bodies  and  to 
|)romote  a joint  bill  in  Parliament  for  the 
registration  of  all  practicing  accountants, 
not  in  any  way  interfering  with  the  degrees 
given  by  the  existing  Societies,  but  provid- 
ing that  no  one  should  l)e  allowed  to  practice 
as  a Public  Accountant  unless  he  was  so 
registered  in  accordance  with  the  Act.  Un- 
fortunately, by  the  action  of  the  majority  of 
the  members  of  the  Institute  of  Chartered 
Accountants  this  eminently  reasonable  com- 
promise was  defeated  and  the  possibility 
of  any  further  action  in  this  direction  now 
aj)pears  to  be  remote.  As  a result  of  the 
partial  closing  of  the  door  by  the  Society 
of  Accountants  and  Auditors,  other  Socie- 
ties are  si)ringing  up,  and  unless  a Registra- 
tion Act  is  passed,  there  seems  no  reason 
why  this  process  should  not  be  continued 
indefinitely  to  the  great  detriment  both  of 
the  profession  and  the  community.  It  is 
interesting  to  note  that  within  the  last  few 
months,  largely  through  the  efforts  of  the 
Societv  of  Accountants  and  Auditors,  such 
a registration  Act  has  been  passed  in  the 
d'ransvaal,  the  youngest  of  British  Depend- 
encies, and  it  is  to  be  hoped  that  the  example 
so  set  may  eventually  be  followed  in  the 
Mother  country. 

The  duties  which  are  entrusted  to  the 
Chartered  Accountant  in  Great  Brit- 
ain, in  addition  to  all  matters  relating 
to  accounts,  include  also  appointments, 
whether  by  the  Courts  or  by  individuals,  as 
Trustee  in  Bankruptcy,  Liquidator  of  Com- 
l)anies.  Receiver  of  Estates  or  Commercial 
L'ndertakings,  Arbitrator  in  disputes  be- 
tween corporations  or  individuals  (particu- 


larly where  the  subject  matter  of  the  arbi- 
tration has  relation  to  accounts),  and  Secre- 
taryships of  small  corporations,  ])roviding 
under  contract  office  room  and  staff.  The 
Public  Accountant  is  regarded  not  merelv  as 
a man  skilled  in  accounts  of  all  kinds,  and 
with  special  training  in  business  affairs,  but 
his  reputation  for  ability,  integrity,  impar- 
tiality, and  responsibility  is  such  that  he  is 
naturally  selected  for  temporary  positions  in 
the  business  world  requiring  such  qualities, 
in  ])reference  to  the  members  of  other  ]>ro- 
fessions.  He  is  treated  by  his  clients  as  their 
confidential  adviser  on  all  business  ques- 
tions : in  fact,  in  Great  Britain  there  has 
fallen  to  the  Accountant  a very  large  pro- 
portion of  the  duties  and  responsibilities 
of  general  business  adviser,  which  in  this 
country  are  at  j)resent  almost  entirelv  in  the 
hands  of  the  legal  profession.  Individual 
members  of  the  profession  have  been  fre- 
quently recognized  by  the  British  Govern- 
ment, and  it  is  interesting  to  note  that  within 
the  last  few  weeks  the  name  of  a leading 
English  Accountant  has  been  included  as 
the  representative  of  the  profession  in  a 
committee  appointed  to  consider  amend- 
ments to  the  law  relating  to  Joint  Stock 
Companies  or,  as  they  are  called  here.  Cor- 
porations. 

The  somewhat  lengthy  description  here 
given  of  the  profession  in  Great  Britain, 
and  the  high  position  which  it  has  there 
established  for  itself  is  of  importance  in 
considering  its  present  standing  and  future 
prospects  in  this  country,  where  it  is  still 
only  in  the  earlier  stages  of  development. 

The  first  official  record  of  the  existence 
of  the  profession  in  the  United  States  is 
the  charter  of  the  American  Association  of 
Public  Accountants,  which  was  granted  un- 
der the  laws  of  the  state  of  New  York  on 
August  20,  1887.  It  was  soon  felt  that  the 
profession  ought  to  have  some  definite 
degree  of  its  own,  corresponding  to  the  term 
“chartered  accountant,'”  which  at  that  time 
had  become  fairlv  well  known  in  America. 
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'I'ho  matter  was  taken  iij)  eners^etieally,  and 
the  result,  after  several  years  of  hard  work, 
was  the  passas^'e  in  i8(/)  ()f  an  aet  of  the 
Legislature  of  the  state  of  New  York,  ereat- 
in_»-  the  decree  of  "certitied  ])nhlie  . ac- 
countant.” Lhider  this  act  the  rej>'ents  of 
the  University  of  the  State  of  New  York 
appoint  a board  of  examiners,  consisting  of 
three  certified  i)nblic  accountants,  and  exam- 
inations are  held  twice  a year  in  the  follow- 
ing- subjects : 

Theorv  of  Accounts, 

Practical  Accountancy, 

Anditing-,  and 
Commercial  Law. 

d'he  law  also  provided  for  the  admission 
to  the- degree,  without  any  examination,  of 
all  those  who  had  been  practicing  in  the 
state  of  New  York  as  public  accountants 
for  one  vear  prior  to  the  passage  of  the 
act.  Similar  acts  have  since  been  passed 
in  the  states  of  Pennsylvania  in  1S99,  Mary- 
land in  1900,  California  in  1901,  Illinois  in 
1903,  Washington  in  1904  and  New  Jersey- 
in  1904,  the  main  provisions  of  these  acts 
being  shortly-,  as  follows  : 

They  all  require  that  applicants  for  certi- 
ficates must  be  citizens  of  the  United  States, 
or  have  duly  declared  their  intention  to  be- 
come such  (except  Pennsylvania  and  New 
Jersey,  which  require  full  citizenship),  must 
be  of  the  age  of  twenty-one,  and  must  reside 
or  practice  in  the  state.  They-  all  contain 
a waiver  clause  of  more  or  less  stringency, 
under  which  accountants  practicing  at  the 
date  of  passage  of  the  act  were  admitted  to 
the  degree  without  examination  if  they  ap- 
plied within  a limited  time,  generally-  one 
year.  They  all  contain  ower  for  the  authority- 
granting  the  degree  to  also  revoke  it  for 
good  cause  shown  and  confine  the  use  of 
the  degree  to  those  to  whom  it  has  been 
duly  granted;  except  in  the  case  of  Illinois, 
which  permits  its  use  by  those  holding  a 
similar  degree  from  another  state,  and  New 
Jersey  which  has  adopted  what  is  known 
as  the  “reciprocal  clause,”  to  which  further 


reference  is  made.  In  Pennsylvania,  Cali- 
fornia and  Illinois  the  subjects  of  the  exam- 
inations are  s])ecified  in  the  acts;  in  otber 
states  the  examiners  settle  the  subjects.  In 
all  cases,  however,  they  arc  the  same  as 
re(|uired  in  New  W:)rk  state.  The  states  of 
New  York  and  Illinois  have  made  the  State 
University  the  authority  for  granting  the 
degree,  but  all  other  states  place  the  au- 
thority with  the  governor  of  the  state,  thus 
making  a separate  political,  as  oi)])osed  to 
an  educational  department.  The  board  of 
examiners,  by-  whomever  appointed,  must 
in  all  cases  consist  of  not  less  than  a 
majority  of  certified  j)ul)lic  accountants,  the 
other  members,  if  any  being  lawyers,  ex- 
cept in  Maryland,  where  the  board  consists 
of  two  certified  public  accountants  and  two 
lawyers. 

The  acts  here  shortly  summarized  repre- 
sent the  best  which  the  profession  has  yet 
been  able  to  secure,  but  all  are  defective  in 
two  most  important  particulars.  In  the 
first  place  none  of  them  call  for  any' 
practical  experience  as  a necessary  qualifi- 
cation for  the  degree ; and,  secondly,  they 
make  no  attempt  to  regulate  the  profession 
or,  even,  with  the  exception  of  New  Jersey, 
to  control  the  resident  holders  of  certificates 
granted  by  other  states. 

New  York  state  was  the  first  to  rec- 
ognize that  the  mere  holding  of  a certified 
public  accountant  certificate,  as  a result  of 
an  examination  in  the  elementary  principles 
of  the  profession,  but  with  no  experience 
in  the  practical  application  of  those  prin- 
ciples, was  not  sufficient,  and  the  board  of 
regents  a few  years  ago,  under  authority- 
given  them  in  the  act,  altered  the  rules  so 
as  to  provide  that  a candidate  on  ])assing 
the  examination  should  be  only  entitled  to 
what  is  known  as  a junior  certificate,  and 
that  the  full  certificate  should  not  be  issued 
to  him  until  he  had  satisfied  the  regents  that 
he  had  had  three  years’  experience  in  the 
practice  of  accountancy-,  of  which  at  least 
one  year  had  been  in  the  office  of  a prac- 
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ticinq"  public  accountant.  Tliis  is  a step  in 
tlie  right  direction,  but  in  view  of  the  much 
higher  practical  (jualifications  required  in 
(ireat  Hritain  it  may  he  doubted  whether 
the  recjuired  standard  is  yet  attained.  It 
the  ])rofessional  degree  of  certified  public 
accountant  is  to  attain  an  equally  high 
standard  with  that  of  the  similar  degree  of 
chartered  accountant  in  (ireat  Hritain,  it 
is  essential  that  it  should  not  he  conferred 
on  lower  qualifications,  and  some  equivalent 
term  of  practical  ex])crience  should  he  in- 
sisted upon. 

Under  all  the  acts  a certain  latitude  is 
given  to  the  examiners,  or  other  authority 
constituted  to  administer  and  to  make  rules, 
and  it  would  seem  that  by  a modification 
of  these  rules  a higher  standard  could 
gradually  he  introduced.  There  is  an  in- 
creasing consensus  of  opinion  among  public 
accountants  that,  if  the  degree  is  eventually 
to  he  of  value  as  the  hall  mark  of  the 
])rofession,  at  least  three  vears'  practical 
experience  in  the  office  of  a public  ac- 
countant, followed  at  the  end  of  that  period 
hy  a second  examination,  should  be  requisite 


for  a full  certificate.  Any  higher  qualifica- 
tions of  jjractice  must  probably  rest  with 
the  accountants’  .societies,  who  can  at  any 
time  raise  their  standard  for  fellowship. 

The  period  of  probation  required  must  he 
looked  upon  hy  those  who  intend  to  follow 
the  profession  as  the  equivalent  of  the  simi- 
lar ijeriod  which  the  young  lawyer,  who  has 
j;assed  through  his  law  school,  spends  in  the 
office  of  a ])racticing  attorney — namely,  as 
part  of  his  education,  during  which  his  serv- 
ices. while  of  some  value  to  his  employer, 
cannot  command  the  same  salary  or  remun- 
eration they  would  in  a trade  or  business. 

The  other  defect  noted  is  of  even  greater 
importance  to  the  profession.  All  states 
except  Illinois  and  Xew  Jersey,  merely  pro- 
hibit the  use  of  the  term  “certified  public 
accountant”  by  those  who  have  not  ob- 
tained the  degree  of  the  state.  This  means 
that  the  holders  of  a degree  of  another  state 
must  add  the  name  of  that  state  after  the 
words  “certified  public  accountant.”  Illinois 
throws  the  door  wide  open  to  all  those  hold- 
ing a similar  degree  from  another  state. 

(To  be  continued.) 


COUNTY  ACCOUNTS 

I!Y  WILLI.\M  C.  FOSTER. 


There  are  no  accounts  more  sini])le  than 
those  of  county  officers,  referring  particu- 
larly to  county  auditors  and  treasurers. 
These  accounts  are  on  a cash  basis.  There 
is  no  reckoning  with  profits  or  losses,  with 
bills  payable  or  bills  receivable,  nor  with  a 
multitude  of  other  accounts  which  mav  enter 
into  the  ordinary  business  of  the  same  mag- 
nitude and  which  so  often  prove  a stumb- 
ling-block. With  a receipt,  usually  num- 
bered consecutively,  to  account  for  every 
dollar  disbursed,  and  a numbered  stub  or 
duplicate  to  account  for  every  dollar  re- 
ceived. there  would  seem  to  be  little  excuse 
for  anything  but  accuracy. 


The  fact  is,  however,  that  many  shortages 
occur  through  no  other  fault  of  the  officer 
than  ignorance  of  even  the  rudiments  of 
bookkeeping.  \*ery  frequently  these  short- 
ages become  public  and  are  dignified  by  the 
term  defalcation ; at  other  times  a mortgage 
on  the  farm  or  homestead  is  the  only  public 
evidence  of  the  price  paid  for  ignorance,  and 
again,  such  shortages  go  undiscovered  from 
one  administration  to  another.  The  fault  ? 
A lack  of  proper  checks,  without  which  no 
account  can  be  kept  accurately.  Checks 
alone  make  the  infallible  accountant. 

County  officers  are  usually  taken  from  the 
farm  or  from  the  shops.  It  may  be  no  det- 
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riniciU  to  the  candidate  that  he  is  fitted  h)' 
ex])erience  or  otherwise  for  tlie  position  he 
seeks,  hut  in  most  instances  tliis  fact  would 
l)c  of  iio  assistance  to  him  iu  attaining  his 
election.  The  result  is  that  many  officers 
assume  their  duties  without  a very  clear  idea 
of  their  responsihilitics. 

d'he  officer  o])eus  his  account  with  a “bal- 
ance" turned  over  hy  his  ])redecessor  and 
seldom  with  any  knowledge  of  his  own  that 
such  balance  is  correct.  He  continues  the 
ledger  accounts  from  the  point  where  his 
])redecessor  left  off,  falling  into  all  the  er- 
rors that  preceded.  The  pnhlic  examiner 
may  chance  to  make  a thorough  examina- 
tion of  the  accounts  of  the  office,  discover 
a shortage,  and  the  resnlt  is  the  mortgage. 
After  a battle  between  contending  political 
factions,  with  charges  of  graft,  an  account- 
ant may  be  called  in,  and  there  is  a defalca- 
tion with  attending  scandal.  With  neither 
of  these  contingencies  shortages  may  uncon- 
ciously  be  permitted  to  run  until  lost  in 
antiquity,  for  my  experience  is  that  the  an- 
nual or  semi-annual  “checkings"  made  by 
committees  from  the  boards  of  county  com- 
missioners or  supervisors  is  so  universally 
superficial  and  utterly  worthless  as  to  be 
unworthy  of  consideration. 

Many  of  the  states  have  provided  for  an 
official  known  as  the  public  examiner,  whose 
<luties,  among  others,  require  him  to  make 
]jeriodical  examinations  of  county  accounts 
in  the  same  manner  as  the  national  bank  ex- 
aminer investigates  the  banks  in  his  district. 
Such  an  officer  may  be,  and  usually  is,  of 
great  value.  He  should  be  the  medium 
through  which  suggestions  for  better  meth- 
ods are  made,  as  well  as  the  anditor  who 
seeks  to  know  that  the  money  is  intact.  I 
have  found  officers  usually  thankful  for  sug- 
gestions of  this  nature — willing  and  even 
anxious  to  correct  faults  in  their  systems. 
But  sometimes  the  public  examiner,  ap- 
pointed for  political  reasons,  is  himself  in 
need  of  instruction  in  the  matter  of  accounts, 


and  the  office  is  then  valueless  to  every  one 
hut  the  examiuer,  aud  a ptxsitive  detriment 
to  the  county  officer. 

Rotation  in  oflice,  that  is,  limiting  by 
statute  the  time  one  mav  hold  an  office,  is 
common  in  .some  states.  'I'he  usual  limit  is 
two  consecutive  terms  of  two  years  each. 
The  theorv  of  such  rotation  is  to  turn  the 
"rascals"  out  every  four  years — the  practice 
is  that  the  officer  is  legislated  out  of  office 
about  the  time  he  has  fitted  himself  to  he 
a valuable  official,  to  make  wav  for  another 
novitiate.  A public  accountant  might,  with 
equal  reason,  discharge  his  trained  assistants 
everv  four  years  to  rejdace  them  with  ap- 
prentices. The  practice  is  distinctly  ha*! 
from  the  point  of  view  of  the  public  welfare 
and  efficiency  in  office. 

There  is  one  method  that  should  he  fol- 
lowed in  the  matter  of  county  accounts  and, 
indeed,  in  all  accounts  of  a similar  ])uhlic 
nature.  At  the  end  of  each  official  term,  or, 
better,  at  the  close  of  each  fiscal  year,  an 
expert  accountant,  one  who  is  removed 
from  local  political  influence,  should  be  em- 
ployed to  make  an  examination  for  the  pre- 
vious ])eriod,  and  a written  report  for  the 
benefit  of  the  public.  This  practice  is  in 
vogue  in  some  counties  in  western  states 
and  I have  never  known  of  an  instance  of 
its  being  discontinued  after  once  having 
been  begun. 

Its  merits  are  obvious.  It  is  usually  less 
expensive  than  the  total  per  diem  drawn  by 
the  county  board  in  attempting  to  do  the 
same  work.  It  has  prevented  the  loss  of 
monev  by  the  county,  whether  such  loss 
threatened  through  bad  methods  or  other- 
wise. It  satisfies  both  the  outgoing  and  in- 
coming officer,  and  allays  public  criticism. 
And  finally,  the  public — the  tax-paying  pub- 
lic— is  entitled  to  this  expert  information  as 
to  the  disposition  of  the  funds  which  it  con- 
tributes, under  penalty  of  “due  process  of 
law,"  for  the  support  of  the  local  govern- 
ment. 
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ERRORS  OF  PRINCIPLE. 


SEV.MOUK  W \I.TOX,  C.  P.  A. 


Aii'litin"  is  for  the  purpose  of  discov- 
crinj^  the  existence  of  fraud,  of  technical 
errors,  and  of  errors  in  principle.  (Jf 
these  three  the  last  is  hy  far  the  most  im- 
portant and  it  is  the  one  which  the  pro- 
fessional accountant  is  strivinsr  to  bring 
most  forcibly  before  the  business  world. 
He  is  trying  to  disabuse  the  mind  of  the 
office  manager  of  the  idea  that  the  prin- 
cii)al  object  of  an  audit  is  to  discover  a 
possible  shortage  in  the  accounts.  Xo  one 
knows  better  than  the  ])rofessional  ac- 
countant that  the  vast  majority  of  men 
are  honest,  for  no  one  knows  better  than 
he,  that  there  are  multitudes  of  men  who 
are  in  charge  of  accounts  so  loosely  ke]rt 
that  there  is  plenty  of  opportunity  offered 
for  their  manipulation  with  hardly  a chance 
of  discovery,  and  yet  who  are  absolutely 
true  to  tbe  trust  reposed  in  them.  Know- 
ing tin’s,  he  also  realizes  that  the  principal 
advantage  of  an  audit  accrues  to  the  ben- 
efit of  the  bookkeeper  and  not  to  that  of 
his  emjdoyer.  The  bookkeeper  knows 
that  his  accounts  are  correct  and  that  his 
employer  thinks  that  they  are.  After  a 
careful  audit  he  knows  that  his  employer 
loioiL's  they  are  correct  and  that  his  own 
position  is  now  based  on  the  certainty  of 
facts  and  not  on  a blind  faith.  We  have 
tlie  best  of  authority  for  saying  that  faith 
without  woi'ks  is  dead  and  can  safely  infer 
that  the  best  kind  of  faith  is  that  which 
is  founded  on  ])roof.  In  addition  to  this 
the  auditor  is  frequently  the  best  friend 
of  the  bookkeeper  by  his  insistence  that 
the  head  of  the  office  shall  observe  the 
proper  rules  himself  as  well  as  demand 
their  observance  bv  his  subordinates.  Bus- 
iness men  are  very  apt  to  be  lax  in  their 
methods  wdiere  their  personal  account  is 
concerned.  Hurrying  out  of  the  office  they 


are  very  prone  to  say  to  the  cashier,  “Give 
me  $io  and  charge  to  my  personal  ac- 
count." If  asked  to  give  a receipt  they  are 
apt  to  decline  and  the  cashier  is  not  in  a 
position  to  demand  it.  The  auditor,  how- 
ever, not  standing  in  as  great  awe  of  the 
boss  will  certainly  require  that  he  give  a 
])roper  voucher  for  all  money  drawn  or 
else  that  he  will  acknowledge  the  correct- 
ness of  his  account  at  the  time  of  the 
audit,  that  is,  if  he  is  an  independent  au- 
ditor and  not  on  the  regular  staff  of  the 
office.  A signal  instance  of  the  jjrotection 
this  would  have  afforded  the  bookkeeper 
came  under  my  notice  a number  of  years 
ago.  The  head  of  the  business  was  a com- 
paratively young  man  named  Boyd.  He 
was  in  the  habit  of  telling  his  bookkeeper 
ItlcConnell  to  take  $50  or  so  out  of  the 
cash,  charge  it  to  his  account  and  to  ac- 
company him  in  a tour  of  the  town.  Xo 
voucher  was  given  and  no  complaint  of 
error  in  his  personal  account  was  made 
by  Boyd  for  several  years,  when  he  quar- 
reled with  [McConnell  and  then  repudiated 
every  one  of  the  transactions,  claiming 
that  all  the  entries  were  false  and  that 
they  were  intended  to  cover  an  embezzle- 
ment by  [McConnell.  McConnell  was  ar- 
rested and  tried  and  it  might  have  gone 
hard  with  him,  if  he  had  not  been  able  to 
prove  Boyd’s  instructions  to  him  by  some 
of  the  clerks  in  the  office  who  had  several 
times  overheard  them. 

It  might  be  an  interesting  study  to  take 
up  the  various  methods  employed  to  cover 
fraud  in  accounts,  but  the  gentlemen  com- 
posing this  society  are  probably  thor- 
oughly posted  in  regard  to  the  majority 
of  them  and  it  would  be  a waste  of  time  to 
discuss  any  except  perhaps  those  involv- 
ing errors  of  principle  which  will  be  the 
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main  llicnic  of  this  article.  Still  less 
profitable  would  it  he  to  take  nj)  technical 
errors,  that  is  departures  from  mechanical 
accuracy.  The  jirofessional  accountant  al- 
ways avoids,  if  juissihle,  employment  on 
hooks  that  are  badly  out  of  balance  ; unless 
fraud  is  an  element  of  the  errors,  because 
it  takes  so  long  to  find  the  differences,  if 
the  hooks  are  at  all  comjilicated  or  the  rec- 
ords arc  voluminous,  that  the  clients  are 
liable  to  he  appalled  at  the  cost  and  to  feel 
th.at  thev  have  ]iaid  more  for  the  work 
than  it  was  worth  to  them  to  find  a few 
clerical  'errors. 

It  is  where  errors  in  principle  have  been 
made  that  the  auditor  finds  occasion  for 
the  use  of  his  greatest  abilities  and  that 
he  is  able  to  render  to  his  client  the  most 
valuable  service.  These  errors  usually 
arise  from  a lack  of  clear  thought  and  of 
the  ignorance  of  the  fundamental  law  of 
accounts.  It  has  been  said  that  the  only 
use  some  people  have  for  their  heads  is 
to  keep  their  collars  from  slipping  off  and 
it  sometimes  seems  to  be  true  in  the  light 
of  some  methods  practiced  by  men  who  are 
honestly  convinced  that  they  are  right. 
One  of  the  most  common  sources  of  error 
is  the  inability  to  distinguish  between  as- 
sets and  liabilities  on  the  one  hand  and 
profit  and  loss  items  on  the  other.  A 
street  railway  company  prided  itself  on 
possessing  a conservative  fe.ature  that  was 
very  uncommon.  They  intended  to  pro- 
vide out  of  the  current  earnings,  reserve 
accounts  to  cover  their  interest,  taxes,  in- 
surance and  accidents.  What  they  did  was 
to  open  accounts  in  a savings  bank  with 
reserve  for  interest,  reserve  for  taxes,  for 
insurance  and  for  accidents,  depositing  in 
each  account  respectively  1-12  of  the 'an- 
nual interest,  taxes  and  insurance  and  2 
per  cent  of  the  gross  earnings  to  cover  ac- 
ciflents.  No  charge  was  made  in  their 
operating  accounts  against  any  of  these 
four  accounts  until  payments  were  actually 
made  for  items  belonging  to  them.  There 
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was  simply  a transfer  of  funds  from  the 
general  cash  to  the  savings  bank  and  they 
could  not  see  that  it  was  only  a change  in 
the  location  of  the  cash  and  not  in  any 
way  a charge  against  their  operation.  In 
other  words,  they  could  not  distinguish  be- 
tween the  asset  of  cash  and  the  jirofit  and 
loss  item  of  operating  exjiensc.  Their 
method  came  out  about  right  with  their 
interest,  insurance  and  taxes,  the  annual 
amounts  of  which  were  known,  but  they 
were  right  only  at  the  end  of  the  year 
when  the  items  had  been  paid.  During 
the  intermediate  months  they  had  really 
done  nothing  to  get  the  items  into  their 
operating  expenses.  In  the  case  of  the  re- 
serve for  accidents,  however,  they  were 
not  even  right  at  the  end  of  the  year,  for 
they  had  on  hand  in  the  savings  bank  some 
$3,700  to  the  credit  of  the  fund,  being  the 
result  of  the  2 per  cent  contribution  above 
the  actual  accident  cost.  They  did  not 
know  how  to  dispose  of  it.  If  they 
charged  operating  with  the  $3,700,  they 
would  have  charged  out  as  paid  an  amount 
which  they  still  had  in  the  bank,  and  they 
knew  enough  to  realize  that  that  would 
not  do.  It  took  a little  time  and  consider- 
alile  argument  to  show  them  that  they 
should  have  made  a journal  entry  each 
month  charging  accidents  and  crediting 
reserve  for  accidents  with  the  2 per  cent. 
Tins  would  bring  the  amount  into  the 
operating  e.xpense  exactly  as  if  accidents 
had  been  paid  for  to  that  extent  and 
would  have  created  a true  reserve  fund  to 
which  actual  accident  cost  would  be 
chargeable,  the  balance  showing  always  as 
a liability  for  future  accidents.  It  was 
entirely  immaterial  whether  they  made  a 
special  deposit  of  the  money  in  a separate 
account  or  allowed  it  to  remain  in  the 
general  bank  account.  The  essential  point 
was  in  the  charge  to  operating  and  the 
formation  of  a correct  reserve  fund  ac- 
count. The  difficulty  in  closing  the  books 
vanishes  since  there  is  now  an  expense 


174 


The  Auditor 


account  to  Ik>  charged  off  t(j  profit  and  loss. 
Sonietinics  the  error  in  principle  arises 
from  the  inability  to  see  the  true  nature 
of  the  transaction.  Some  time  ago  a street 
railway  made  a statement  to  prospective 
buyers  of  the  entire  stock  showing  net 
earnings  of  8 per  cent  i>er  annum  for  a 
period  of  nearly  two  years.  The  state- 
ment was  made  by  the  secretary  and  was 
said  to  be  a correct  copy  of  the  books.  The 
intending  purchasers  sent  an  accountant  to 
verify  the  statement,  which  was  found  to 
be  absolutely  correct  as  far  as  the  books 
were  concerned.  But  there  was  an  item 
of  $50,000  to  the  credit  of  profit  and  loss 
which  arose  in  this  way : The  company 

was  a combination  of  three  other  com- 
panies. In  actpiiring  the  constituent  com- 
panies payment  was  made  in  stock,  bonds 
and  some  money.  One  man  wdio  received 
$100,000  of  the  stock  offered  to  sell  it 
back  to  the  company  for  $50,000.  As  the 
eompany  had  just  floated  their  bonds,  the 
ofifer  was  accepted,  treasury  stock  account 
was  charged  $100,000,  cash  of  course  was 
credited  $50,000  for  the  money  paid  and 
the  question  was  wdiat  to  do  with  the  other 
$50,000.  This  question  the  secretary 
answered  bv  crediting  it  to  profit  and  loss, 
and  what  was  w'orse,  he  included  it  in  the 
gross  earnings  in  his  statement.  He  was 
perfectly  honest  about  it  and  w'as  very 
angry  when  the  accountant  threw  it  out 
and  credited  it  to  plant  and  franchise  ac- 
count in  the  statement  he  made  for  his 
clients.  A very  simple  analysis  of  the  re- 
lations between  the  capital  stock  and  the 
plant  and  franchise  account  showed  that 
the  capital  account  really  represented 
no  actual  value,  since  the  road  had. 
been  as  usual  purchased  entirely  with  the 
bonds  and  in  order  to  offset  the  fictitious 
credit  to  capital  the  plant  and  franchise 
account  had  been  swelled  to  a correspond- 
ing amount  beyond  its  real  cost.  In  other 
words,  the  capital  was  all  water  and  the 
transaction  c'-nsisted  simply  in  squeezing 


$50,000  of  water  out  of  the  plant,  which 
should  therefore  have  been  reduced  to  that 
e.vtent.  Even  granting  that  the  good-will 
of  the  franchise  was  worth  the  whole  of 
the  capital  stock  account  and  that  in  con- 
sequence the  item  was  to  be  considered  a 
legitimate  jirofit  it  was  in  no  sense  an 
operating  ])rofit,  but  an  accidental  and 
sporadic  one  that  should  have  been  sepa- 
rately stated.  In  spite  of  the  arguments  of 
the  accountant  the  secretary  stood  his 
ground  and  afterward  furni.shed  his  own 
figures  to  the  brokers  that  negotiated  the 
sale  of  the  bonds  and  they  were  published 
b}-  the  brokers  as  a true  statement  of  the 
earnings  of  the  company. 

This  same  street  railway  company’s 
statement  afforded  an  example  of  an  error 
of  omission.  The  statement  was  made 
for  June  i.  The  coupons  on  $750,000  of 
bonds  were  due  July  i.  The  statement 
included  all  the  earnings  for  the  previous 
five  months,  but  took  no  account  of  the 
interest  accrued  but  not  due  for  those 
months.  Wdien  the  accountant  incorpo- 
rated in  his  statement  a liability  of  $15,625 
for  accrued  interest,  the  secretary  made 
another  vigorous  protest,  claiming  that 
the  interest  was  not  a liability  until  the 
coupons  were  actually  due,  and  was  ap- 
parently not  convinced  when  he  was  shown 
that  by  his  method  he  would  load  the 
month  of  June  with  the  whole  burden 
of  the  six  months'  interest,  amounting  to 
$18,750.  There  were  other  items  which 
he  had  ignored,  coupons  which  were  due 
but  had  not  been  presented  and  rent  of 
park  propertv  of  which  five  months  had 
accrued.  Altogether  the  true  condition 
showed  a net  profit  of  2j4  per  cent  per 
annum  instead  of  8 per  cent  as  claimed  by 
the  secretary,  and  the  accountant's  clients 
refused  to  buy.  Incidentally  the  account- 
ant discovered  another  error  of  principle 
when  he  made  his  report  to  the  agent  in 
Cliicago  of  the  Xew  York  parties  who 
were  negotiating  for  the  purchase  of  the 
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road  and  tins  time  it  was  a hreacli  of 
moral  |)rineiplc  much  more  serious  than 
the  honest  errors  of  the  secretary.  lie 
found  that  tlie  assent  while  representing  the 
prospective  purchasers  on  the  one  liand, 
was  on  the  other  to  receive  a commission 
from  the  sellers  if  the  deal  went  through, 
and  was  consecpiently  more  than  ordinar- 
ilv  disappointed  at  the  adverse  report. 

;\n  error  that  is  (piite  common  is  fonml 
in  the  treatment  by  the  home  office  of  sales 
to  liranches.  It  is  very  convenient  to 
treat  a branch  as  an  ordinary  customer 
and  to  charge  it  with  goods  sent  it  at  the 
regular  selling  price  which  of  course  in- 
cludes the  usual  profit.  lint  by  so  doing 
the  profits  of  the  home  office  are  swelled 
hevond  their  true  amount,  since  the  sales 
are  not  actual  until  the  goods  are  sold  by 
the  branch.  There  is  an  instance  on  rec- 
ord where  the  manager  of  a bicycle  factory 
wished  to  make  an  especially  good  show- 
ing for  the  year  and  accomplished  his  pnr- 
I'ose  b}  shipping  an  abnormally  large 
cjr.antitv  of  goods  to  each  of  the  many 
branches,  billing  them  at  the  regular  sell- 
ing prices.  On  the  strength  of  the  excel- 
lent business  thus  shown  the  manager  was 
enabled  to  sell  his  stock  at  a considerable 
advance,  when  he  resigned  and  left  the 
rest  of  the  officers  the  task  of  explaining 
to  the  stockholders  the  reason  why  the 
business  of  the  next  few  months  showed 
the  marked  decline  that  resulted. 

If,  on  the  other  hand,  the  goods  shipped 
to  branches  are  billed  at  cost  and  ]>assed 
through  the  regular  sales  account,  the  lat- 
ter account  is  swelled  so  as  to  destroy  the 
basis  of  percentages  of  selling  expense 
and  of  profits  to  sales,  if  such  percentages 
are  used  for  the  information  of  the  com- 
pany’s officers. 

The  best  way  to  handle  the  accounts  is 
to  credit  the  sales  to  branches  to  a branch 
sales  account,  whichever  way  they  are 
billed,  for  in  this  way  the  business  of  the 
branches  is  shown  separately  from  the 


regular  business  and  a separate  profit  and 
loss  statement  can  be  made  up  for  them. 

When  the  sales  made  by  the  branch  arc 
re])orted  to  the  home  office  and  all  collec- 
tions are  made  from  the  home  office,  the 
branch  liecomes  a selling  agent  merely 
and  no  accounts  at  all  are  kept  with  it, 
cxcc])t  for  the  ex])cnsc  accounts,  which 
arc  usually  taken  care  of  l>y  advancing  a 
definite  sum  to  the  branch  to  liegin  with 
and  then  sending  thenn  checks  from  time 
to  time  for  the  siiecific  amount  of  the  ex- 
penses paid  to  date. 

When  a proper  system  of  accounts  is 
kept,  in  which  manufacturing  is  kejit  sejia- 
rate  from  selling  expense,  it  is  necessary 
to  divide  the  freight  account  into  in-freight 
and  out-freight.  In-freight  is  nnc|ues- 
tionably  a part  of  the  cost  of  the  goods 
and  should  eventually  be  charged  to  it. 
This  is  readily  seen  when  we  consider  the 
case  of  goods  shipped  f.  o.  b.  destination 
where  the  freight  has  been  allowed  for  in 
quoting  prices.  The  whole  cost  is  then 
cliarged  up  without  question.  There  is 
no  difference  in  principle  between  goods 
thus  bought  and  those  bought  f.  o.  b.  ship- 
ping jioint,  except  that  in  once  case  the 
buyer  pays  the  freight  to  the  seller  and  in 
the  other  to  the  railroad  company.  And 
yet  we  often  find  no  distinction  made  be- 
tween the  two  classes  of  freight.  Charges 
on  returned  sales,  while  in  a sense  in- 
freight, should  of  course  belong  to  out- 
freight  as  a selling  expense.  Expressage 
and  cartage  would  be  included  in  the 
freight  account.  Where  the  house  does 
its  own  carting  there  might  be  some  diffi- 
culty in  reaching  an  accurate  distinction 
and  it  might  he  best  to  adopt  a conven- 
tional rate  of  division  based  on  experience. 

An  error  that  is  sometimes  made  consists 
in  treating  consigned  goods  as  if  they  were 
actual  sales.  I have  known  cases  where 
very  large  quantities  of  goods  sent  on 
consignment  were  passed  through  the  reg- 
ular sales  book  as  ordinary  sales  with 


176 


The  Auditor 


notliiiifj  to  show  that  they  were  any  differ- 
ent from  tlie  rest  of  the  sales.  It  was  not 
Lintil  attention  was  called  to  the  fact  that 
certain  customers  h.ad  abnormally  large 


debit  balances  and  that  they  were  very  slow 
in  remitting  that  the  true  nature  of  the 
charges  to  their  accounts  was  discovered. 
(To  be  continued.) 
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Xote  fluctuations  of  intrinsic  value.  The 
manufacturer  has  his  intrinsic  value  on  an 
article  when  he  sells  it  to  the  jobber,  the 
jobber  has  his  intrinsic  value  when  he  sells 
the  same  article  to  the  retailer,  and  the  re- 
tailer has  his  intrinsic  value  on  the  same 
wlun  he  sells  it  to  the  consumer,  and  here 
we  have  three  intrinsic  values  all  on  the 
same  article,  and  all  right  from  the  stand- 
])oint  of  the  different  owners,  but  the  real 
intrinsic  value  is  only  the  cost  of  manufac- 
turing._ 

If  we  take  "intrinsic  value”  as  being  the 
outlay  necessary  to  rejflace,  sav  a machine 
— we  are  up  against  another  uncertainty — 
whose  intrinsic  value  shall  it  be,  the  manu- 
facturer’s, the  jobbers  or  the  retailer’s? 

I think,  however,  1 have  said  enough 
al)out  intrinsic  value  to  show  that  it  is  a 
very  uncertain  quantity. 

NOW  TO  OUR  SECOXn  QUESTION. 

Is  the  system  of  organizin,g  a corporation 
with  a capital  based  on  the  earning  capac- 
ity a good  business  proposition  ? 

Capital  is  the  amount  invested  in  a busi- 
ness and  includes  good-will  and  franchises 
as  well  as  visible  assets. 

Earnings  are  the  results  obtained  by  op- 
erations of  such  business. 

This  question  in  connection  with  our 
subject  presumes  that  an  amount  of  stock 


has  been  issued  coverin,g  not  only  what  may 
be  considered  a fair  value  of  a business  un- 
der the  old  method  of  financing,  but  in  ad- 
dition thereto  enough  to  cover  a promoter’s 
fee  for  organization,  for  you  must  under- 
stand that  almost  all  the  corporations 
formed  in  recent  years  have  been  through 
the  inirchase  of  corporations  having  a pre- 
vious existence  and  business,  and  the  intent 
of  a combination  has  been  to  increase  earn- 
ings by  reducing  expenses,  etc. 

If  the  stock  or  bonds  issued  in  such  com- 
bination results  in  putting  fixed  charges  oii 
the  new  company  that  it  cannot  possibly 
meet — the  dividing  line  bctivecn  honesty 
and  dishonest V in  such  a transaction  is  so 
indistinct  as  to  be  hardly  perceptible,  and 
yet  such  combinations  are  made. 

, If,  however,  the  promoter  receives  for  his 
compensation,  say,  a certain  cash  consider- 
ation from  sale  of  bonds,  which  would  be 
capitalized,  and  the  fixed  charges  thereon, 
form  but  a trifle  of  the  savings  made  by  the 
combination,  and  the  balance  of  his  fee  is 
jiaid  in  common  stock,  which  is  no  drain 
on  the  company — does  it  not  seem  that  the 
new  company  is  in  a good  position  to  reap 
the  benefit  of  its  savings,  which  means  that 
it  is  a good  business  proposition  ? .A.I1  in- 

vestments have  one  object  in  view  and  only 
one,  and  that  is  the  income  that  can  be  ob- 
tained from  the  investment. 

The  question  of  a sale  of  investments  is 
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YC'ry  seldom  considered  wlieii  54'ood  income 
is  derived  tiierefrom,  except  where  discredit 
is  thrown  on  a company,  in  some  cases 
ris^'htfnlly,  in  others  wron^dnlly,  hut  eai)ital 
is  timid,  very  timid,  and  the  best  invest- 
ments may  have  their  ni)s  and  downs  in 
value  or  rather  (piotations  in  the  Stock  ICx- 
chang-es,  without  chan^an”-  actual  coudi- 
tioiis  oue  iota. 

Is  there  any  other  g-ood  husiness  way  of 
ascertaining-  the  value  of  a Corporation  ex- 
ce])t  throipgh  its  earnings,  and  if  the  earnings 
of  a Corporation  will  pay  a good  interest 
on  $1,000,000  capitalization,  is  not  that 
Corporation  worth  one  million  dollars,  as 
long  as  it  can  pay  that  amount  of  interest 
from  its  earnings? 

It  does  not  seem  that  this  question  re- 
quires much  in  the  way  of  argument  to 
])rove  that  the  only  proper  valuation  of  a 
Company  is  its  earning  capacity,  and  it  is 
not  verv  hazardous  to  say  that  upon  that 
basis,  as  a good  proposition,  any  Company 
can  be  organized  without  detriment  to  its 
Shareholders  or  Bondholders. 

The  cry  will  continue  to  go  up  from  the 
“intrinsic  value”  or  “dollar  for  dollar” 
preachers,  that  inflation  of  values  is  danger- 
ous, and  so  it  is,  when  inflation  means  put- 
ting charges  on  a Company  that  it  cannot 
stand : but  when  the  earnings  are  really  the 
only  circulating  medium  of  a Corporation, 
and  the  Capital  is  a permanent  fixture,  we 
may,  without  harm,  relegate  the  question  of 
Capital  to  some  future  time,  and  scan  the 
earnings  closely,  to  see  if  we  cannot  get  a 
little  more  dividend,  leaving  the  question  of 
the  value  of  each  separate  asset  to  theorists. 

NOW  TO  OUR  THIRD  QUESTION. 

“To  what  extent  is  the  public  interested 
in  such  matters  ?” 

The  answer  to  this  question  can  only  be : 
“Not  at  all,  except  as  Stockholders  and 
Bondholders.” 

T am  alluding  now  entirely  to  the  question 


of  the  formation  of  a Cor]>oration,  its  con- 
duct and  its  earnings. 

The  ])ublic  is  interested  in  the  methods 
of  a t'or])oration  or  d'rust  that,  by  reason  of 
great  wealth,  form  combinations  that  result 
in  opiiression  to  the  jiublic. 

Bublic  Utility  Conqianies  may  be  .saddled 
with  fixed  charges  that  kee]>  the  jirices  to 
the  public  for  services,  above  what  the  i)ub- 
lic  think  they  should  pay  for  such  services. 

But  it  does  seem  that  even  here,  there  is 
“much  cry  and  little  wool.” 

The  day  of  the  public  “be  damned”  is 
gone — never  to  return. 

The  jiublic  is  taken  care  of  and  their 
smallest  wishes  attended  to. 

Prices  for  everything  are  lower  to-day 
than  ever  known  before,  if  we  take  into  con- 
sideration the  enhanced  cost,  made  so,  by 
the  demands  of  labor  for  increased  pay. 

The  percentage  of  profit  on  account  of 
business  done  in  many  Corporations  is  so 
small  that  it  would  seem  ridiculous  to  old- 
time  merchants. 

It  is  an  unfortunate  fact  that  combinations 
must  work  a hardship  to  small  traders,  but 
that  is  a situation  that  cannot  be  over- 
come. 

The  man  of  capital  always  has  had  the 
advantage  over  a man  of  small  means  and 
ahvays  will. 

The  only  int-erest  therefore  that  the  Pub- 
lic can  have  in  Corporation  matters  is  where 
they  are  Stock  or  Bondholders  or  where 
they  are  injured  by  the  methods  of  business 
of  the  Corporations. 

There  is  no  doubt  that  many  Corporations 
are  formed  to  conduct  a business  that,  from 
its  very  nature,  the  risks  should  be  assumed 
by  individuals,  and  any  Corporation  organ- 
ized purely  and  solely  for  the  purpose  of 
limiting  liability  in  an  uncertain  venture, 
and  failure  results,  brings  the  percentage  of 
failures  of  Corporations  nearer  the  percent- 
age of  failures  of  individual  enterprises. 

OUR  FOURTH  QUESTION  IS. 

What  safeguards  should  be  provided  by 
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legislation  to  protect  Stockholders  of  Cor- 
I)orations  ? 

Corporations  have  certain  rights  and  priv- . 
ileges  which  carry  with  them  grave  respon- 
sibilities and  among  the  rights  is  the  one  to 
carry  on  their  business  with  the  same  re- 
strictions as  to  publicitv  as  now  governs 
individual  enterj)rises. 

As  you  are  aware,  the  Corporation 
Laws  of  the  dififerent  States  are  not  uni- 
form, some  requiring  a volume  of  informa- 
tion each  year,  of  no  practical  or  statistical 
value,  but  the  blank  reports  demanded  to 
be  filled  up,  seem  to  be  the  emanations  of  a 
disordered  brain,  while  other  States  require 
little  or  no  information,  and  in  fact  what 
information  they  get  is  in  part  guesswork, 
on  account  of  the  need  of  a practical  man 
to  formulate  the  proper  form  of  report. 

In  some  States,  the  requirements,  on  the 
face  of  the  law,  appear  to  cover  all  points 
even  to  the  verification  of  the  reports'  of 
operations  by  auditors,  but  it  is  said  that 
this  part  of  the  law  is  complied  with  Iry 
calling  in  the  elevator  boys  to  act  as  audi- 
tors and  sign  the  reports. 

I will  not  vouch  for  this,  however. 

.An  ag-itation  has  been  going  on  for 
some  time  as  to  what  form  the  oversight  of 
corporations  should  take,  and  I notice  that 
the  House  Committee  on  the  Judiciary  has 
authorized  a favorable  report  on  a bill  re- 
quiring all  Corporations  engaged  in  Inter- 
state Commerce,  to  make  annual  reports  to 
the  Commissioner  of  Corporations  of  the 
Department  of  Commerce. 

'I'his  bill  e.xempts  common  carriers  from 
its  operation,  as  railroads  are  required  to 
report  to  the  Interstate  Commerce  Commis- 
sion. 

d'he  reports  required  by  the  bill  are  to 
be  filed  bv  February  ist  of  each  year,  cov- 
ering the  vear  ])receding  to  December  31st. 

The  information  is  to  contain  the  name 
of  the  Corporation,  the  statue  under  which 
organized,  constituent  Companies,  amount 


and  value  of  Stocks  and  Bonds,  and  prop- 
erty, constituting  capitalization,  elements 
U])on  which  the  market  value  of  same  is 
fixed,  earning  capacity  of  same,  name  and 
address  of  each  officer,  rules  and  regulations 
of  business. 

The  return  is  to  be  made  under  oath,  and 
failure  to  do  so  lays  the  Corporation  liable 
to  a restraining  order  from  engaging  in, 
and  the  conduct  of  business  until  the  return 
is  made. 

Congress  adjourned,  however,  without 
passing  this  bill. 

It  would  seem  by  this  bill  that  an  attempt 
will  be  made  to  go  further  than  the  exercise 
of  Federal  supervision  of  the  methods  o'f 
corporations  doing  an  interstate  business, 
and  cover  the  details  of  operations  of  all 
kinds. 

The  wisdom  of  this  course  is  doubtful. 

If  the  information  received  is  to  be  used 
as  a basis  for  statistics  for  public  informa- 
tion, the  rights  of  Corporations  to  secrecy 
as  to  the  results  of  operations  is  violated, 
and  a case  can  be  readily  imagined,  where 
a knowledge  of  the  temporary  financial  con- 
dition of  a Corporation  would  result  in 
ruin  to  the  Corporation. 

It  might  be  said  in  answer  to  this  point, 
that  the  information  given  to  the  department 
is  not  open  to  ])ublic  inspection. 

This  sounds  well,  but  practicallv  we  all 
know,  that  in  public  offices,  the  contents  of 
documents  filed  therein,  somehow  or  other 
become  jniblic  property,  without  the  author- 
ities being  able  to  discover  the  source  from 
which  the  information  was  obtained. 

Another  point  may  be  touched  upon  and 
that  is  the  practical  question. 

What  benefit  will  it  be  to  the  Bureau  of 
Corporations  to  know  all  the  details  of  the 
operations  of  Corporations,  and.  if  the  finan- 
cial operations  of  a Corporation  are  not  in 
consonance  with  the  views  of  the  head  of 
that  department,  what  steps  can  he  take  to 
make  them  conform  to  his  views? 
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Kvorv  business  man  and  evory  l)oard  of 
directors  mnsl  Iiave  kno\vled"e  of  his  or 
tlicir  l)iisiness,  tliat  it  would  be  tlie  beij^bt  of 
folly  to  let  bis  or  their  competitors  know. 

•Another  point  that  seems  to  rise  before 
ns  is,  whether  paternal  "oyernment  of  this 
kind  is  in  accordance  with  onr  institutions, 
and  if  so,  why  should  it  not  be  extended  to 
larg'e  indiyidnal  business  interests. 

The  fact  is,  that  such  snjieryision  by  the 
Federal  Goyerninent  is  grand  paternal  goy- 
ernment,  viz.,  the  exercise  of  a supervision 
of  a child  of  a child. 

The  parent  of  a Corporation  is  tlie  State 
granting  its  Charter,  and  the  supervision  of 
its  domestic  and  internal  details  should  be, 
it  would  seem,  a matter  for  its  Creator  to 
exercise,  and  to  exercise  in  fairness  and 
good  faith — and  any  Federal  supervision 
should  cover  the  question  as  to  whether  its 
methods  worked  injury  to  the  people  of 
other  States  in  which  it  may  do  business — 
but  here  comes  another  question,  and  that 
is,  why  is  it  not  possible  for  each  state  to 
formulate  laws  that  will  protect  its  own 
people  against  Foreign  Corporations? 

This  matter  is  occupying  the  best  legal 
minds  of  the  country,  and  there  is  no  doubt 
that  some  decision  will  be  arrived  at,  that 
will  solve  the  difficulty  on  an  equitable  and 
fair  basis,  my  remarks  being  more  in  the 
nature  of  a query,  than  an  expression  of 
opinion,  and  it  may  lead  you  to  take  greater 
interest  in  the  subject. 

A bill  introduced  in  Pennsylvania  Leg- 
islature at  this  session  and  now  in  the  hands 
of  the  Judiciary  Special  Committe  is  as 
follows : 

AN  ACT. 

Requiring  the  certification  of  a Certified 
Public  Accountant  of  the  State  of  Penn- 
sylvania, as  to  the  correctness  of  any 
financial  statement  issued  by  any  Corpor- 
ation of  this  State  or  by  any  Foreign 
Corporation  or  Cor])oration  of  other 
States,  doing  business  in  the  State  of 


Pennsylvania,  for  ])ublic  information  or 

for  |)ur])oses  of  taxation,  and  to  provide  a 

])unishment  for  the  violation  of  this  act. 

Skction  I.  lie  it  enacted  by  the  Senate 
and  House  of  Representatives  of  the  Com- 
monwealth of  Pennsylvania  in  (leneral  As- 
sembly met  and  it  is  hereby  enacted  by  the 
authority  of  the  same.  That  all  Coiq)ora- 
tions  of  the  State  of  Pennsylvania  or 
Foreign  Corjjorations  or  Corporations  of 
other  States,  doing  business  in  the  State  of 
Pennsylvania,  upon  issuing  any  financial 
statement  inviting  the  purchase  of  their 
Stock  or  Bonds,  or  in  issuing  any  monthly,, 
(juarterly,  semi-annual  or  annual  statements 
of  the  condition  or  business  of  such  Cor- 
porations, or  any  financial  statements  given 
to  the  newspapers,  financial  agencies,  or 
other  financial  statements  for  the  ])urpose  of 
public  information  in  the  State  of  Pennsyl- 
vania or  upon  furnishing  statements  to  the 
officials  of  the  State  of  Pennsylvania  for  the 
purpose  of  taxation,  shall  be  required  to 
have  such  statements  verified  by  a Certified 
Public  Accountant  of  the  State  of  Pennsyl- 
vania. 

Sec.  2.  If  any  such  Corporation  fails  to 
have  such  certification  made  it  shall  be 
deemed  and  held  guilty  of  a misdemeanor 
and  upon  conviction  thereof  shall  be  fined 
not  more  than  one  thousand  dollars,  nor  less 
than  five  hundred  dollars,  and  any  officer, 
agent  or  employee  of  such  Corporation 
furnishing  a false  statement  or  any  Certified 
Public  Accountant  certifying  to  the  correct- 
ness of  a statement  issued  by  any  Corpora- 
tion, when  it  is  vitally  incorrect  or  mislead- 
ing, the  officer,  agent  or  employee  making 
such  false  statement  and  the  Certified  Pub- 
lic Accountant  certifying  to  such  false  state- 
ment, shall  be  deemed  guilty  of  a mis- 
demeanor and  on  conviction  thereof  shall  be 
sentenced  to  imprisonment  for  a term  not 
exceeding  two  years  and  not  less  than  one 
year,  or  a fine  not  exceeding  five  thousand 
dollars,  nor  less  than  three  thousand  dollars, 
or  both. 
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Tliis  Act  to  go  into  effect  on  January  i, 
1906. 

A State  act  of  tliis  kind,  although,  from 
first  reading,  ai)pearing  drastic  in  its  re- 
quirements, and  which,  i)robably  will  not 
receive  favorable  consideration,  seems  more 
in  the  line  of  fair  sujjervision  of  a Corpora- 
tion. 

It  must  be  remembered  that  a Corporation 
consists  of  a number  of  individuals  joined 
together  by  law,  to  carry  on  a certain  busi- 
ness, with  a limited  liability  specified  by  the 
number  of  shares  held  by  each  individual, 
and  that  a partnership  is  the  same  thing  to 
all  intents  and  purposes  as  far  as  business 
is  concerned,  with  this  exception,  and  that 
is  that  the  interest  of  each  partner  is  speci- 
fied in  the  partnership  papers,  and  that  each 
partner's  liability  covers  all  of  his  assets. 

In  a Corporation  a board  of  directors 
elected  by  a majority  of  the  Stockholders 
is  authorized  to  conduct  its  business — while 
each  partner  as  a rule  attends  to  the  business 
of  a co-partnership. 

No  one  will  dispute  the  right  of  a partner 
to  full  information  as  to  the  conduct  of  the 
business  in  which  he  is  interested,  and  wdry 
should  there  be  any  question  as  to  the  right 
of  a Stockholder  of  a Corporation  to  have 
the  same  information  as  to  the  workings 
of  the  Company  of  which  he  is  a partner 

The  majority  Stockholders  of  a Corpora- 
tion can  get  any  information  they  may  de- 
sire, but  it  is  an  unfortunate  fact  that 
minority  Stockholders  are  at  a great  disad- 
vantage in  this  matter. 

If  this  be  true  the  minority  Stockholders 
of  a Corporation  should  be  protected  by 
legislation. 

You  must  not  forget  that  the  board  of 
directors  of  a Corporation  are  placed  in  the 
management  of  its  affairs  by  a majority  of 
the  Stockholders  and  if,  in  their  judgment, 
it  is  not  w'ise  to  have  an  examination  of 
their  affairs,  or  information  given,  their 
decision  is  final. 


It  is  true  that  the  practice  of  having  ex- 
aminations of  Corporations  made  by  Certi- 
fied Public  Accountants  is  gaining  ground, 
but  as  a rule  these  examinations,  so  called, 
are  merely  audits  by  chea])  clerks,  for  the 
jjurpose  of  finding  anv  embezzlement  among 
clerks,  and  touch  very  rarely  on  vital  mat- 
ters, and  while  we  cannot  but  think  that 
these  audits  are  good  as  far  as  they  go,  yet 
we  do  not  think,  if  all  Corporations  woidd 
have  examinations  made  as  to  operations 
of  the  board  of  directors,  it  would  'be  to  the 
advantage  of  all  the  Stockholders,  yet  we 
have  shown  no  reason  for  the  passage  of 
such  an  act  as  that  now  before  the  Pennsyl- 
nia  Legislature  except  for  the  benefit  of 
minority  stockholders. 

I say  very  frankly  that  were  this  point 
taken  care  of,  I can  see  no  reason  for  further 
legislation  than  to  cover  this  point,  as  long 
as  the  Corporations  attend  strictly  to  their 
own  business  among  themeslves,  unless  you 
will  provide  the  same  kind  of  legislation  for 
other' partnerships,  but  when  a Corporation 
by  its  advertisements,  by  its  financial  state- 
ments asks  for  investment  from  the  public 
on  account  of  its  published  standing,  proper 
legislation  is  certainly  needed,  to  prevent  the 
public  from  being  intentionally  or  unten- 
tionally  misled — and  it  certainly  would  seem 
sensible  and  proper  business  acumen  on  the 
part  of  officials  of  the  State,  that  the  reports 
made  by  officers  of  a Corporation  for  the 
purpose  of  taxation,  should  have  some 
other  verification  than  the  parties  who  are 
to  be  gainers  in  reduced  taxes,  bv  incorrect- 
ness in  reports. 

Common  rumor,  while  not  entitled  as  a 
rule  to  much  credence,  does  say  that  certain 
agents  of  Foreign  Corporations  are  very 
valuable  to  them  on  this  one  point  alone. 

Did  it  ever  occur  to  you  that  a merchant 
when  advertising  his  wares,  always  gives 
you  a chance  to  examine  them,  and  convince 
yourself  that  they  are  as  represented. 

Appl\-  the  same  principle  to  a Corpora- 
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lion's  Stock  and  llonds,  and  what  informa- 
tion can  yon  oI)tain  other  than  the 
assertions  of  an  interested  party. 

I have  mentioned  incidentally  the  value 
of  an  examination  I)y  a Certified  Pnlilic 
Aecountant. 

On  the  liroad  principle  that  a Trustee 
should  at  all  times  be  ready  to  f^ive  an  ac- 
counting' of  his  Trust — and  with  the  well- 
known  fact  that  presidents,  cashiers, 
directors  and  ofiicials  of  every  description 
are  hut  mortals — and  of  the  business  prin- 
ciple that  an  agent  should  be  held  to  strict 
accountability — would  it  not  be  good  policy 
for  the  board  of  Directors  to  have  such 
examinations  made,  and  if  they  decline  to 
do  so,  why  should  not  the  Stockholders 
insist  on  such  examinations  for  their  own 
safety^  ? 

I will  not  go  into  the  necessity  of  pro- 
tection from  fake  Corporations,  as  the 
necessity  for  legislation  on  that  class  of 
Corporations  is  self-evident,  but  how  are 
you  going  to  provide  for  supervision  of  one 
without  the  other. 

I think  I have  covered  the  reasons  for  the 
proposed  legislation. 

NOW  .\  FEW  WORD.S  AS  TO  THE  PRACTICA- 
BILITY OF  THE  BILL. 

One  of  the  objections  to  the  bill,  made 
by  some  Certified  Public  Accountants  is, 
that  it  ot7/  7i’ork  a hardship  on  Corporations, 
and  another  is  that  there  are  not  enough 
Certified  Public  Accountants  in  Pennsylva- 
nia to  do  the  work  required,  consequently 
the  Board  of  Examiners  of  Public  Account- 
ants, 7c»f//  ha7’c  great  pressure  brought  on 
them,  to  pass  undeserz'ing  and  imzvorthy 
persons. 

We  will  pass  the  plea  for  the  Corpora- 
tions, as  they  are  perfectly  able  to  state 
their  own  objections  in  a much  better  man- 
ner than  the  Accountants  can  do,  and  come 
to  the  question  of  the  scarcity  of  Account- 
ants. 

Does  not  that  objection  seem  to  show  an 


inability  to  grasp  (he  meaning  of  the  hill? 
Would  it  not  have  shown  a broader  mind 
to  have  asked  : 

Is  the  bill  right  ? 

Is  it  needed? 

Is  it  a ])olicy  at  this  time  to  pass  .such  a 
measure,  instead  of  objecting  to  the  bill  be- 
cause, forsooth,  the  tools  to  carry  out  the 
provisions  of  the  bill  are  not  sharp  enough, 
and  there  are  not  enough  of  them,  to  do  the 
work,  and  that  the  State  Board  of  Exami- 
ners will  be  compelled  to  pass  undeserving 
and  unworthy  men,  so  as  to  get  enough  tools 
to  do  the  work? 

It  is  the  first  case  that  ever  came  under 
mv  observation,  where  tbe  tools  to  be  used 
eomplained  of  tbeir  work,  and  it  is  unique 
in  that  respect. 

As  to  the  scarcity  of  Certified  Public 
x\ccountants,  I would  only  say  that  your 
Class  promises  to  overcome  that  objection 
in  the  near  future,  and  I am  satisfied  that 
the  Board  will  not  be  compelled  to  admit 
undeserving  and  unworthy  men  as  long  as 
your  University  has  the  matter  of  education 
in  charge. 

There  may  be  another  reason  for  the 
objections  of  some  Certified  Public  Account- 
ants to  the  bill,  and  that  is  a failure  to 
realize  the  scope  of  the  bill,  as  far  as  the 
certification  of  the  correctness  of  a financial 
statement. 

If  the  certification  requires  an  audit  of 
every  account  of  everv  Corporation,  a check- 
ing up  of  every  detail,  no  wonder  they  were 
aghast  at  the  enormity  of  the  work. 

It  would  probably  take  all  the  Account- 
ants with  all  their  assistants  years  to 
examinfi  the  Pennsylvania  Railroad  alone, 
if  that  is  their  view  of  the  requirements  of 
the  bill. 

However,  I have  taken  up  too  much  of 
your  time  on  this  subject,  and  will  only  say 
that  if  such  a good  thing  was  to  happen  as 
the  ]iassage  of  this  bill,  I do  not  anticipate 
that  there  will  be  much  difficulty  on  account 
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of  scarcity  of  tools,  and  my  experience  of 
Accountants  is  that  they  soon  ada]it  them- 
selves to  a situation,  and  are  sharj)  enoug^h 
to  overcome  seemingly  imsurmoimtahle 
obstacles. 

It  just  occurs  to  me  that  my  subject  for 
this  address  is  “Watered  Stock”  and  my 
remarks  have  drifted  into  accounting  mat- 
ters, but  as  you  are  deeply  interested  in  these 
matters,  as  shown  by  your  attendance  in 
these  classes,  I will  not  apologize  for  stray- 
ing from  the  subject  but  will  refre.sh  your 
mind  as  to  the  points  T have  endeavored  to 
make  clear,  and  hope  that  I have  not  led  von 
to  think  that  I am  an  apologist  of  fake 
Corporations. 

The  points  I wish  you  to  think  over  and 
which  I have  endeavored  to  show  in  the 
practical  relations  of  business  are  these : 

Pirst. — That  the  term  “Watered  Stock” 
is  a misnomer,  and  that  the  issuance  of 
promoter’s  stock  in  payment  of  services, 
is  a legitmate  business  transaction  of  the 
same  character  as  any  other  business 
transaction. 

Second. — That  there  is  no  W’^atered 
Stock  in  fake  Companies,  the  proper  name 
being  “swindles’’  pure  and  simple. 

Third. — That  the  issuance  of  Stock  and 
Bonds  carrying  fixed  charges  exceeding  the 
income  of  the  Corporation  is  overcapitaliza- 
tion and  must  result  in  disaster. 

Fourth. — That  Corporations  are  as  liable 
to  business  failures  as  individual  enterprises. 

Fifth. — That  it  is  as  necessarv'  to  exercise 
the  same  care  in  the  purchase  of  Stocks  or 
Bonds  as  you  do  in  the  purchase  of  any 
other  commodity. 

Sixth. — That,  if  you  purchase  Stock, on 
faith,  and  you  are  disappointed  in  results, 
do  not  blame  the  “other  fellow”  and  cry 
“Watered  Stock”  but  take  your  medicine 
like  a man. 

Seventh. — That  capitalization  is  not  the 
important  matter  in  a Corporation — but  that 
earnings  determine  value. 


Eighth. — That  Stock  quotations  do  not 
affect  the  value  of  a business  and  that  stock 
gamblers  are  entitled  to  no  consideration,  as 
their  interest  is  only  in  the  rise  and  fall  of 
stocks. 

Ninth. — Keep  out  of  the  Stock  Exchange 
when  the  money  giants  are  fighting,  they 
know  their  business,  and  you  do  not,  and 
you  are  sure  to  get  hurt. 

And  now  in  conclusion,  a few  words,  on 
your  choice  of  a profession,  and  I use  the 
word  profession  with  a full  understanding 
of  its  meaning  and  requirements. 

Jt  has  been  my  good  fortune  to  be  in  at 
the  birth  of  the  profession,  to  labor  year  in 
and  year  out  for  its  recognition  as  a 
profession  and  to-day  in  its  young  man- 
hood— recognized  by  the  law — and  by  in- 
stitutions of  learning  like  your  great  Uni- 
versity— I feel  very  proud  of  the  small 
part  I have  taken  in  furthering  its  inter- 
ests. 

To  you,  who  are  just  on  the  threshold 
seeking  admission,  I would  say  that  you 
have  chosen  wisely,  and  I do  not  think  that 
anv  other  profession  gives  greater  opportu- 
nities for  brainy  men. 

Like  all  other  professions,  the  top  is  hard 
to  reach — ^the  climb  difficult — but  a strong 
steady  effort — the  exercise  of  brains — a 
firm  adherence  to  truth  in  all  your  reports 
— will  win  for  you  the  respect  of  your 
clients.  You  may  have  temptations  that 
try  your  mettle — but  let  me  say  to  you  that 
an  Accountant  who  yields  to  his  client,  not 
onlv  loses  that  client  in  matters  where 
honest  statements  are  needed,  but  such 
transactions  ivill  not  dozen,  but  are  con- 
stantly rising  to  damn  you. 

The  future  is  bright,  very  bright  for 
Accountancy,  and  I wish  you  all  the  great- 
est success  both  in  your  examination  for 
admittance  into  the  profession  and  in  your 
after  life.  I sincerely  thank  Dr.  Meade  and 
the  faculty  for  the  privilege  of  addressing 
you,  and  thank  you  for  your  kind  attention. 
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Rapidly  the  profession  is  gaining  ground, 
as  shown  liy  the  recognition  accorded  it  Ity 
The  Certified  those  whom  it  will  benefit. 
Public  an  instance,  we  note  with 

a Referee.  pleasure  the  remarks  of 
James  G.  Cannon,  Vice-President  of  the 
Fourth  National  Bank  of  New  York,  be- 
fore the  New  Jersey  Bankers’  Association. 
Speaking  of  customers  asking  credit  from 
a bank,  he  recommends  “the  establishment 
of  the  custom  of  requiring  statements  of 
financial  condition  to  bear  joint  certificates 
of  a certified  public  accountant  and  of  an 
engineer,  as  to  valuation  of  cash  assets,  of 
merchandise  assets,  of  plant,  as  to  liabili- 
ties, net  worth,  gross  business,  past  results 
of  business  and  future  prospects. 

“The  certified  public  accountant  has  come 
into  prominence  in  the  last  ten  years  and 
his  profession  has  the  guarantee  of  law  in 
most  states  of  the  Union.  He  concerns 
himself  with  the  books  of  account,  and 
records  and  statements  prepared  by  him 
have  the  support  of  such  books,  and  the 
banker  bas  tbe  sense  of  security  due  to 
the  disinterested  and  impartial  naturi’  of 
the  accountant’s  position.  He  may  be 
called  the  referee  in  accountancy  and  the 
expert  on  cash  valuations.’’ 

Coming  from  a man  who  enjoys  an  en- 
viable reputation  in  the  financial  world, 


Ihesc  words  should  have  great  weight  with 
Ihe  banking  fraternily. 


Tbe  revelations  contained  in  the  rejiort 
of  Insurance  Commissioner  Hendricks  in 
regard  to  the  Kipiitahle  Life 
Equitable  Insurance  Comiiany  suggest 

Tangle.  several  thoughts.  It  looks  a 

little  strange  that  the  official  should  have 
been  able  to  discover  all  the  wrongdoings, 
about  which  he  is  so  emphatic,  after  the 
company's  afifairs  had  been  discussed  at 
length  in  the  pnlilic  press,  and  yet  was 
unable  (or  unwilling)  to  see  anything  ir- 
regular at  any  of  the  periodic  investiga- 
tions previously  made  by  his  department. 
The  question  naturally  arises  as  to  how 
many  more  boards  of  directors,  whether  of 
insurance  companies,  banks  or  any  other 
corporations,  are  enjoying  the  profits  of 
subsidiary  companies  at  the  expense  of 
the  one  of  which  they  are  the  trustees. 
And,  finally,  it  would  be  interesting  to 
know  whether  the  employment  of  inde- 
pendent certified  public  accountants  with 
authority  to  probe  fully  into  all  the  condi- 
tions would  not  have  prevented  the  con- 
tinuance of  the  disgraceful  state  of  afifairs 
by  the  publicity  that  would  have  resulted. 


Audit 

Company 

Accountants. 


It  begins  to  appear  as  if  the  Illinois 
Association  of  Public  Accountants  bad 
been  wise  in  barring  from 
membership  accountants  who 
were  affiliated  with  audit 
companies,  as  they  did  under  their  first 
set  of  by-laws.  Since  the  amendment  was 
passed  admitting  them  to  fellowship  in  the 
Association  and  its  successor,  the  present 
society,  only  one  such  person  has  taken 
any  interest  in  the  society  beyond  the  pay- 
ment of  dues,  and  that  one  has  since  sev- 
ered his  connection  with  the  audit  com- 
pany to  which  he  belongs.  Every  courtesy 
has  been  extended  to  these  gentlemen  by 
the  society  and  they  have  been  urged  to 
attend  its  meetings,  but  they  have  almost 
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completely  ignored  the  organization  and 
have  almost  unanimously  neglected  to  at- 
tend its  meetings,  leaving  to  the  unincor- 
porated members  the  whole  management 
of  the  society.  Possibly  they  are  satisfied 
with  the  management  as  it  exists,  but  it 
would  seem  to  recpiire  no  great  exertion 
on  their  part  to  attend  an  occasional  meet- 
ing and  participate  in  the'^liscussions. 

ACCOUNTANTS  MEET 

d'he  annual  meeting  ti  the  INI  ary  land 
Association  of  Certified  Public  Account- 
ants was  held  in  the  Fidelity  building, 
P.altimore  city,  Tuesday  evening,  June  15, 
1905,  when  the  following  officers  were 
elected:  President,  Thomas  L.  Perry; 

\dce-President,  F.  L.  Brauns;  Secretary, 
Charles  O.  Hall;  Treasurer,  Charles  L. 
Hehl ; Auditor,  Alfred  Atkinson. 

Board  of  Trustees  consists  of  the  above- 
named  officers  and  Karl  L.  Lee,  Carl  \ . 
Starkloff,  Max  Teichmann  and  Col.  John 
A.  Tompkins. 

Delegates  to  the  National  body  are 
Charles  O.  Hall  and  Charles  L.  Hehl ; 
alternates,  Clarence  R.  Evans  and  John 
Kuchler. 

Among  those  present  at  the  meeting 
were  Alfred  Atkinson,  Thomas  L.  Berry, 
I'rank  Blacklock,  F.  'L.  Brauns,  L.  V. 
Faller,  Eugene  Greenway,  Charles  O. 
Hall,  Charles  L.  Hehl^  Karl  L.  Lee,  C.  V. 
Starklofi'.  ^ 

After  an  informal  discussion  of  matters 
pertaining  to  the  profession,  the  meeting 
adjourned.  Next  meeting  will  be  held 
September  12. 


At  the  meeting  of  the  Wisconsin  Bank- 
ers’ Association,  to  be  held  at  Ashland, 
Wis.,  July  12  and  13,  Seymour  Walton  of 
the  firm  of  Walton,  Roberts  & Co.,  Chi- 
cago, is  expected  to  deliver  an  address 
treating  of  bank  defalcations  and  the  ad- 
vantage of  employing  public  accountants 
in  preventing  them. 


A PROBLEM 

The  following  j)roblcm  in  interest  has 
been  submitted  to  us  by  a member  of  the 
C.  P.  A.  Society.  We  invite  solutions  and 
will  publish  the  names  of  the  successful 
solvers  together  with  the  answers. 

Eight  notes  of  even  dates  aggregating 
$215,100.00  mature  as  follows: 

viz : 


23P75-00 

in 

4 

months 

from 

date 

34,650.00 

in 

10 

months 

from 

date 

23.175-00 

in 

16 

months 

from 

date. 

31,950.00 

in 

22 

months 

from  date. 

23,175.00 

in 

28 

months 

from 

date. 

29,250.00 

in 

34 

months 

from 

date. 

23,175.00 

in 

40 

months 

from 

date. 

26*550.00 

in 

46  months 

from 

date. 

$215,100.00 

These  notes  are  to  be  sold  to  various  par- 
ties for  a net  aggregate  sum  of  $190,000.00, 
leaving  to  the  investors,  $25,100.00  of 
profit. 

Required,  the  purchase  price  to  be  paid 
for  each  note  according  to  its  time,  and 
amount,  in  order  that  a uniform  rate  of 
semi-annual  interest  on  the  investment  may 
be  realized  by  all  the  purchasers. 

Computation  to  be  made  as  of  the  date  of 
the  paper,  and  for  even  months,  days  of 
grace  being  ignored. 


Mr.  William  C.  Foster,  whose  remarks  on 
“County  Accounts"  appear  in  this  number  i 
of  the  Auditor,  is  exceptionally  well  quali- 
fied  to  speak  on  the  subject.  As  assistant  * j 
tax  commissioner  of  the  Chicago  & North- 
western Railway  Company  he  has  been 
thrown  into  close  relations  with  the  financial  1 
officers  in  a large  number  of  the  counties 
through  which  his  road  passes  and  has  thus  : 
gained  an  extensive  acquaintance  with  their  ' 
methods.  As  he  is  himself  an  accountant  _ \ 
of  no  mean  ability,  he  is  able  to  appreciate  ^ 
the  situation  and  to  offer  intelligent  advice  T 
as  to  the  best  remedy  for  its  defects.  ‘3 
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(Concluded  from  June  issue.) 

New  Jersey  alone  contains  a reciprocal 
clause  providing  for  the  issue  of  a New 
Jersey  certificate  to  the  holder  of  a certi- 
ficate from  another  state,  practicing  in  the 
former  state,  provided  the  latter  offers  recip- 
rocal privileges  and  requires  an  equally 
high  qualification  for  the  degree.  This 
gives  New  Jersev  the  control  of  all  certified 
public  accountants  (from  whatever  state 
originating)  who  practice  in  New  Jersey, 
and  is  a step  in  advance  of  any  preceding 
act.  But  to  protect  the  profession  and  the 
public  from  unauthorized  and  inefficient 
practitioners,  a compulsory  registration  of 
all  existing  accountants  in  each  state  is  re- 
quired, with  an  added  provision  that  here- 
after no  one  may  practice  as  a public  ac- 
countant (with  a wide  definition  of  that 
term),  unless  he  is  so  registered.  The  re- 
quirements for  registration  should  be  the 
passing  of  an  examination  equivalent  to 
that  of  the  degree  of  certified  public  ac- 
countant, and  not  less  than  three  years’  ex- 
perience in  the  office  of  a public  accountant. 
These  requirements  are  so  moderate 
that  they  should  meet  with  little  op- 
position ; they  are  in  the  interest  of  the 
public  as  much  as  of  the  profession,  and 
in  this  way  only  can  the  manufacture  of 
spurious  qualification  be  prevented. 

Of  equal  or  even  greater  importance  than 


the  institution  of  the  degree  of  certified 
public  accountant  is  the  machinery  through 
which  members  of  the  profession  in  dif- 
ferent parts  of  the  country  are  brought  to- 
gether for  their  mutual  benefit.  Reference 
has  already  been  made  to  the  American  As- 
sociation of  Public  Accountants,  incorpo- 
rated in  1887  as  a national  body  of  practic- 
ing accountants.  With  the  creation  of  the 
C.  P.  A.  degree  in  New  Y^ork  state,  the 
demand  arose  for  separate  societies  in  each 
state,  primarily  to  obtain  a similar  act  there, 
but  also  for  the  interchange  of  ideas  be- 
tween local  accountants  and  the  general 
furtherance  of  the  objects  of  the  profession. 
In  1902  there  were  in  existence  seven  such 
societies  in  the  states  of  New  York,  Penn- 
sylvania, Maryland,  Illinois,  Massachusetts, 
New  Jersey  and  Michigan,  the  members  of 
the  first  three  being  limited  to  certified  pub- 
lic accountants  of  those  states,  while  the 
other  societies  whose  states  had  then  no 
C.  P.  A.  law,  admitted  to  their  fellow  class 
only  practicing  public  accountants. 

The  American  Association  admitted  its 
members  from  all  parts  of  the  country,  but 
there  was  no  connection,  and,  in  fact,  in 
some  cases  friction,  between  it  and  the 
various  state  societies ; and  it  had  gradually 
become  in  effect  a local  New  York  society, 
with  a scattering  of  members  in  other  states, 
but  governed  and  controlled  entirely  by 
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Xew  York  accountants.  Feeling  the  need 
of  some  central  organization,  the  seven 
state  societies  mentioned  above  held  a joint 
meeting  in  the  autumn  of  iyo2,  the  result 
of  which  was  the  formation  of  a central 
body  to  which  all  these  societies,  except 
New  Jersey,  became  affiliated.  Between  this 
new  body  and  the  older  American  Associa- 
tion it  was  natural  that  there  should  be 
some  rivalry,  but  fortunately  both  bodies 
recognized  that  their  duties  to  the  profession 
as  a whole  were  of  greater  importance  than 
the  purely  local  or  sentimental  interests  of 
any  one  body,  and  after  much  work  and 
discussion,  extending  over  a period  of 
nearly  two  years,  an  agreement  has  now 
been  reached  for  an  amalgamation  of  these 
two  bodies,  retaining  the  name  and  charter 
of  the  American  Association  and  perpetuat- 
ing its  traditions  as  the  oldest  society  of 
public  accountants  in  the  country,  but  with  a 
new  constitution  and  by-laws,  under  which 
the  different  state  societies  become  members 
as  a whole  of  the  National  organization,  and 
are  represented  on  its  governing  body. 
While  membership  in  the  new  National  As- 
sociation is  composed  mainly  of  the  state 
societies,  whether  consisting  of  certified 
public  accountants  or  otherwise,  the  regtda- 
tions  also  provide  for  the  admission,  as  in- 
dividual members,  of  practicing  public  ac- 
countants who  are  not  members  of  state 
societies,  either  because  there  is  no  society 
in  their  state  or  because  that  society  admits 
only  certified  public  accountants.  This  form 
of  organization  gives  the  National  body 
the  power  to  control  the  whole  profession, 
whether  certified  or  uncertified,  and,  in  fact, 
paves  the  way  for  state  and  national  regis- 
tration bills,  under  which  the  right  to  prac- 
tice as  a public  accountant  and  to  ofTer 
services  as  such  to  the  public  for  remunera- 
tion in  any  of  the  branches  of  business 
which  belong  to  his  profession,  would  be 
restricted  to  those  who  could  satisfy  the 
reasonable  standard  of  qualifications  set  up 
bv  the  National  bodv.  It  will  then  remain 


for  the  certified  public  accountant  to  prove 
by  his  work  that  he  is  entitled  to  a recog- 
nition superior  to  that  of  the  public  ac- 
countant who  is  not  so  qualified. 

At  the  present  time  there  are  in  existence 
altogether  si.xteen  state  societies,  including 
those  already  mentioned  and  the  new  so- 
cieties recently  formed  in  the  states  of  Cali- 
fornia, Ohio,  Alissouri,  Minnesota,  Wash- 
ington, Louisiana  and  Tennessee.  By 
October  next  it  is  expected  that  the  new 
National  organization,  under  the  old  name 
and  charter  of  the  American  Association  of 
Public  Accountants,  will  be  fully  consti- 
tuted, and  that  all  the  existing  state  societies 
will  be  affiliated  therewith. 

In  October  of  last  year  the  first  con- 
gress of  public  accountants  in  the  United 
States  was  held  at  St.  Louis  with  great 
success,  bringing  accountants  together  from 
nearly  every  state  in  the  Union,  as  well  as 
from  Canada,  Great  Britain  and  Holland. 
Several  interesting  papers  were  read,  views 
interchanged,  and  a policy  of  good-fellow- 
ship engendered,  which  helped  the  consoli- 
dation on  National  lines,  which  has  since 
been  accomplished.  In  view  of  the  six 
thousand  accountants  in  Great  Britain  and 
her  colonies,  it  is  interesting  and  instructive 
to  note  that  the  total  number  to  whom  in- 
vitations to  attend  the  congress  were  sent 
was  under  one  thousand ; and  this  included 
every  known  practicing  accountant,  as  well 
as  many  of  their  clerks  and  assistants,  and 
others  who  held  salaries  positions  with 
corporations  or  public  bodies. 

The  future  of  the  profession  lies  in  the 
hands  of  its  younger  members ; if  they  can 
take  up  the  burden  where  it  is  laid  doivn 
by  those  who  have  gone  before  them,  it  is 
certain  that  its  development  in  the  direction 
of  increased  usefulness  to  the  community, 
and  as  an  honorable  and  remunerative  oc- 
cupation for  increasing  numbers  of  educated 
and  properly  qualified  men,  must  be  rapid. 
And  this  leads  naturally  to  a consideration 
of  the  training  which  students  should  re- 
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ccive,  the  (jiialities  which  they  sliould  culti- 
vate. and  the  work  which  they  may  reason- 
ahly  expect  to  take  up  when  they  have 
shown  tlieir  htness  for  it. 

EDUCATKdN : 

A tlioroughly  sound  general  education  is 
as  essential  for  this  profession  as  for  any 
other,  hut  it  should  he  su])i)lemeuted  as  early 
as  possible  by  a study  of  certain  special  suh- 
iects.  The  exact  form  which  this  education 
should  take  is  perhaps  more  a matter  for 
those  who  have  devoted  their  time  to  educa- 
tion generally,  but  it  may  not  be  out  of  place 
to  refer  here  shortly  to  certain  subjects,  a 
knowledge  of  which  experience  has  shown 
to  be  particularly  useful. 

First  in  importance  is  mathematics,  in- 
including  particularly  Interest  and  Loga- 
rithms, both  in  theory  and  practice.  There  is 
probably  no  subject  which  is  better  cjualified 
to  develop  the  investigating  qualities  of 
mind  and  the  power  of  getting  down  to  first 
principles  in  a complicated  question ; and, 
apart  from  this,  a thorough  knowledge  of 
Interest  calculations,  both  theoretical  and 
practical,  and  of  Logarithms,  by  which  such 
calculations  and  others  in  connection  with 
Cost  Accounts,  Percentages,  etc.,  can  be 
easily  worked  out  in  a short  time,  is  invalu- 
able in  practical  work. 

The  next  subject  of  importance  is  a gen- 
eral understanding  of  the  fundamental  eco- 
nomic laws  governing  trade  and  commerce, 
supply  and  demand,  price  fluctuations,  the 
theory  of  inland  and  foreign  exchanges  and 
other  banking  transactions,  and  a general 
knowledge  of  the  different  systems  of  bank- 
ing in  force  in  different  countries.  Then 
would  follow  the  general  principles  of  com- 
mercial law,  including  therein  partnership, 
corporation  and  bankruptcy  laws,  and  those 
relating  to  Executors,  Trustees  and  Receiv- 
ers, as  well  as  the  general  tax  laws.  But  it 
is  important  to  note  that  the  study  of  these 
subjects  need  not  be  of  the  same  exhaustive 
character  as  is  required  for  the  practice  of 
the  legal  profession ; all  that  is  wanted  is  a 


thorough  acxpiaiutance  with  general  ]>rin- 
ci])les.  If  these  are  thoroughly  mastered 
the  ap])lication  thereof  to  eoni])licated  cases 
may  well  be  left  to  the  practical  lawyer, 
whose  relations  with  the  Public  Accountant 
will  undoubtedly  be  more  satisfactory  if  the 
latter  has  a sufficient  knowledge  of  legal 
princi])les  and  the  method  of  their  applica- 
tion to  make  him  an  intelligent  client.  The 
Public  Accountant  must  remember  that  he 
cannot  carry  on  his  own  business  and  prac- 
tice that  of  a lawyer  as  well ; one  or  the  other 
must  suffer,  and  if  he  intends  to  practice  as 
the  former  he  should  hesitate  to  advise  his 
clients  on  purely  legal  points. 

After  the  above  subjects,  theoretical  and 
practical  bookkeeping  will  be  found  a com- 
paratively easy  subject,  and  while  it  is  im- 
portant to  thoroughly  understand  the  few 
simple  principles  involved  in  the  theory,  the 
practical  part  of  the  subject  will  probably 
be  best  learned  by  actual  experience  rather 
than  by  theoretical  training. 

Another  subject  of  great  value  is  the 
theory  of  life  insurance,  and  a general 
knowledge  of  the  methods  adopted  in  the 
valuation  of  contingencies  depending  on 
human  life. 

Finally,  inasmuch  as  it  is  practically  im- 
possible to  remember  everything,  the  object 
of  the  student  should  be  to  familiarize  him- 
self with  all  the  general  principles  involved 
in  these  various  subjects,  and  to  know 
exactly  where  to  look  for  any  deeper  knowl- 
edge which  is  necessarv. 

The  School  of  Commerce  and  Accounts 
established  in  Pennsylvania  and  in  New 
York,  and  under  consideration  in  other 
States,  are  now  furnishing  just  this  kind 
of  education  to  a greater  degree  than  has 
been  previously  attemped  in  connection  with 
the  accounting  profession  in  other  coun- 
tries. The  Scottish  Societies  of  Chartered 
Accountants  incorporate  in  their  examina- 
tions the  elements  of  actuarial  science  and 
general  interest  and  life  insurance  calcula- 
tions ; and  the  accounting  as  well  as  the  legal 
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subjects  are  also  well  covered  in  both  the 
English  and  Scottish  examinations.  But  it 
is  an  exception  to  find  combined  with  this 
even  the  most  elementary  knowledge  of 
Banking,  Foreign  Exchanges  or  Political 
Economy,  and  it  is  particularly  in  this  di- 
recton  that  the  scheme  of  accounting  educa- 
tion in  those  countries  is  weak. 

Moreover,  it  is  not  enough  to  know  that  the 
recjuisite  education  can  be  obtained  by  those 
w'ho  take  the  trouble,  unless  at  the  same 
time  there  is  some  guarantee  that  those  who 
are  admitted  to  practice  as  Certified  Public 
or  Chartered  Accountants,  have  availed 
themselves  of  it,  and  to  this  end  it  would 
seem  desirable  that  either  the  examinations 
at  present  recpiired  for  those  degrees  should 
be  extended  to  cover  these  extra  subjects, 
or  that  a satisfactory  certificate  of  having 
passed  through  such  a course  of  study  and 
the  accompanying  examinations  at  one  of 
the  recognized  University  Schools  of  Com- 
merce should  be  insisted  upon  as  a prelimi- 
nary to  the  final  examination  for  the  Ac- 
countant’s degree.  Unfortunately,  at  the 
present  time  a comparatively  small  percent- 
age of  practicing  Accountants  could  satisfy 
the  requirements  here  suggested ; but  it  is 
not  too  much  hope  that  the  work  of  the 
Schools  of  Commerce,  and  the  high  standard 
which  they  are  setting,  may,  with  the  assist- 
ance of  members  of  the  profession,  and  by 
the  further  education  of  the  general  public 
as  to  the  position  which  the  Public  Account- 
ant should  take  in  commercial  economy, 
gradually  increase  the  standard  of  efficiency 
required.  It  may  further  be  hoped  that  in 
the  next  generation  the  training  suggested 
above  may,  by  the  laws  of  the  various 
States,  and  possibly  by  charter  from  the 
Federal  Government,  be  made  compulsory 
for  all  who  are  licensed  to  follow  the  pro- 
fession. 

The  education  suggested  above,  however, 
must  be  regarded  as  preliminarv  only,  and 
as  merely  equipping  the  would-be  Public 
Accountant  \vith  the  machinerv  which  is 


necessary  for  the  successful  practice  of  his 
profession,  and  he  must  still  learn  how  to 
to  use  the  machinery.  The  practical  train- 
ing which  should  follow  this  preliminary 
work  is  of  the  utmost  importance,  because 
it  is  here  that  the  theoretical  principles 
which  will  form  the  subject  of  the  earlier 
education  can  be  seen  in  their  application  to 
the  actualities  of  business  and,  what  is  per- 
haps more  important,  the  danger  of  an 
erroneous  application  of  principles  is 
brought  home  to  the  student  in  the  disas- 
trous results  either  to  himself  or  his  clients 
which  may  follow  his  errors.  There  is  no 
little  detail  in  office  routine  or  management 
which  is  too  small  to  be  thoroughly  mas- 
tered. The  student  with  such  an  education 
as  that  described  above  may  think  himself 
too  learned  and  important  for  such  small 
matters,  but  unless  he  is  prepared  to  go 
in  at  the  bottom  and  learn  with  the  office 
boy  how  to  index  letter  books,  file  papers 
and  write  the  simplest  kind  of  business 
letters,  he  will  never  be  really  fitted 
to  take  charge  of  more  important  af- 
fairs. All  this  must  be  learned  at 
some  time,  and  if  it  is  not  thoroughly' 
mastered  at  the  earliest  stages  it  may  be 
found  an  expensive  and  costly  matter  to  ac- 
quire the  same  knowledge  by  later  expe- 
rience. These  elementary  details  accompa- 
nied by  the  work  of  checking  over  books, 
adding  up  columns  of  figures  (which  alone 
requires  considerable  experience  to  insure 
accuracy  in  the  shortest  possible  time),  the 
ruling  and  preparation  of  forms  of  ac- 
count, and  the  extraction  of  general  infor- 
mation from  the  books  of  accounts,  all  un- 
der the  immediate  supervision  of  his  supe- 
riors. is  the  earliest  stage  through  which  he 
must  pass.  Neatness  and  accuracy  dis- 
played during  this  period,  and  ability  to 
grasp  quicklv  the  fundamental  principles 
involved,  will  soon  result  in  promotion  to 
more  responsible  work,  such  as  taking  up 
a whole  department  of  any  investigation 
under  the  instructions  of  the  senior  in 
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charge,  possibly  with  one  or  more  juniors 
to  supervise.  Success  in  accountancy,  as 
in  other  affairs,  depends  on  the  ability  in 
the  Senior  to  form  a correct  judgment  of 
the  ca])acity  of  his  assistants,  and  while 
keeping  them  strictly  to  the  limits  set  for 
them  and  insisting  upon  hard  and  steady 
work,  at  the  same  time  handling  them  in 
such  a way  that  they  can  feel  they  are  not 
merely  machines,  but  are  learning  and  get- 
ting their  training  as  he  received  his.  This 
is  an  important  stage  in  the  formation  of 
character,  and  success  under  all  the  vary- 
ing tests  to  which  he  is  submitted  means 
further  advancement.  He  should  have 
learned  two  important  factors  of  success  in 
his  profession,  viz. : that  the  ability  to  so 

instruct  others  that  they  can  obtain  any  in- 
formation desired  in  a useful  form,  is  quite 
as  valuable  as  the  ability  to  obtain  it  him- 
self ; and  that  an  even  more  important  qual- 
ity than  either  is  the  power  to  impart  in  a 
clear  and  concise  form  to  others  the  results 
of  his  own  of  his  assistant’s  investiga- 
tions. 

The  preparation,  for  submission  to  the 
Senior  in  charge,  of  full  reports  on  the  de- 
partmental investigations  which  he  has 
been  conducting,  will  be  a test  of  his  abil- 
ity and  progress  as  well  as  a valuable  train- 
ing in  the  form  of  report  and  the  systematic 
arrangement  of  the  subject  matter. 

Having  qualified  satisfactorily  up  to  this 
stage,  he  will  now  be  entrusted  with  the  en- 
tire charge  of  simple  audits  and  investiga- 
tions, reporting  thereon  direct  to  the  Mana- 
gers or  Principles ; in  the  first  instance 
working  perhaps  by  himself,  or  with  one 
assistant,  and  afterwards,  as  he  shows  his 
aptitude  and  has  proved  that  he  could  be 
trusted,  he  would  be  given  more  important 
work  with  a larger  number  of  assistants 
under  his  charge.  So,  in  time,  he  would 
work  his  way  up  to  the  position  of  a mana- 
ger, in  which  he  would  have  to  supervise 
a number  of  different  pieces  of  work  at  the 
same  time,  giving  instructions  to  the  senior 


assistants  in  charge  thereof  as  to  the  ]>oints 
to  which  they  should  direct  their  attention, 
and  the  manner  in  which  the  work  should 
he  mapped  out  and  conducted;  and  finally 
revising  their  reports  for  submission  to  the 
General  Managers  or  Partners.  In  every 
one  of  these  stages  the  importance  of 
neatness,  clearness,  and  accuracy  in  the 
papers  prepared  is  of  the  utmost  import- 
ance, and  is  essential  to  the  attainment  of  a 
high  position  in  his  profession. 

A consideration  of  the  theoretical  and 
practical  education  outlined  above  shows 
more  clearly  the  importance  of  a second 
qualifying  examination  for  the  degree  of 
Certified  Public  Accountant  to  be  passed 
after  the  applicant  has  been  through  a 
course  of  not  less  than  three  years  of  prac- 
tical experience  in  the  manner  described 
above.  The  full  certificate  given  as  a result 
of  such  qualification,  both  by  practice  and  by 
examination,  would  be  an  ample  guarantee 
of  the  fitness  of  the  would-be  Accountant 
to  be  entrusted  with  the  important  duties 
which  he  professes  himself  competent  to 
carry  out. 

NATURE  OF  WORK: 

A short  reference  may  now  be  made  to 
the  nature  of  those  duties  and  to  the  quali- 
ties and  standard  of  ethics  which  are  nec- 
essary, if  they  are  to  be  performed  for  the 
benefit  of  the  community. 

First  and  foremost,  the  Public  Account- 
ant is  the  general  business  adviser  of  his 
clients  on  all  questions  connected  with  ac- 
counts, and  this  involves,  in  most  cases,  a 
thorough  investigation  thereof.  Such  in- 
vestigations may  be  summarized  as  follows  : 

First — The  investigation  of  the  accounts 
of  a business  concern  prior  to  the  invest- 
ment of  Capital  therein  by  a purchaser,  for 
the  purpose  of  ascertaining  its  true  finan- 
cial position  and  certifying  to  its  earnings. 

Secondly — The  annual  audit  of  the  ac- 
counts on  behalf  of  the  Stockholders  or 
Directors  to  insure  the  accuracy  of  the 
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statements  of  earnings,  and  to  protect  the 
Stockholders  against  errors  of  principle 
therein,  as  well  as  against  frauds,  defalca- 
tions and  clerical  errors. 

Thirdly — The  investigation  of  accounts 
for  the  purpose  of  reorganization  or  con- 
solidation, or  for  any  other  purpose  for 
which  accurate  results  independently  veri- 
fied may  he  required. 

Fourthly — The  preparation  of  accounts 
of  Executors,  Administrators,  Trustees  and 
F(eceivers  in  Banknqrtcy,  with  special  ref- 
erence to  the  form  in  which  they  should  be 
submitted  to  the  Court,  beneficiaries  or 
creditors. 

Fifthly — The  devising  and  installation  of 
modern  svstems  of  bookkeeping  and  cost 
accounting  suitable  to  the  needs  of  the  busi- 
ness with  special  reference  to  the  prepara- 
tion of  comparative  summaries  of  costs  and 
profit  at  regular  intervals. 

It  is  often  claimed  that  the  Public  Ac- 
countant cannot  be  as  familiar  with  any 
])articular  business  as  are  those  who  are  con- 
tinuously engaged  therein,  and  that,  there- 
fore, his  recommendations  are  of  little  prac- 
tical value.  Such  statements  can  only  be 
made  by  those  who  are  either  entirely 
ignorant  of  his  work  and  qualifications  in 
practice,  or  whose  experience  had  been  lim- 
ited to  one  of  these  so-called  Accountants 
who  have  never  risen  beyond  the  mere  book- 
keeper. Assuming  that  the  Public  Account- 
ant has  worked  at  his  profession  and  has 
risen  to  a high  position  therein,  it  is  clear 
that  his  experience  and  knowledge  of  busi- 
ness afifairs  in  general,  and  of  the  forms 
and  systems  of  accounts  which  can  be 
adopted  therein  wdth  advantage'  to  the  man- 
agers and  owners,  is  far  greater  than  that 
of  officials  whose  entire  experience  has  been 
limited  to  one  particular  kind  of  business ; 
who  have  never  seen  any  other  way  of  do- 
ing things  than  that  in  force  therein,  and 
whose  training  has  not  been  such  as  to  ren- 
der it  easy  for  them  to  adapt  the  best  points 
of  other  systems  to  its  uses.  All  Public 


Accountants  of  experience  will  agree  that 
they  have  seldom  been  called  in  to  investi- 
gate or  examine  the  accounts  of  a business 
organization,  even  when  the  details  thereof 
were  entirely  unknown  to  them  before  they 
commenced  their  work,  without  being  able 
to  recommend  improvements  in  the  systems 
of  accounting,  and  frequently  in  the  meth- 
ods of  organizing  and  conducting  the  busi- 
ness, which  have  saved  time  and  money  to 
their  clients  many  times  the  value  of  the 
fee  which  they  have  received.  This  is  par- 
ticularly true  in  the  case  of  such  industries 
as  banking,  insurance,  railways,  etc.,  where 
certain  stereotyped  form  and  methods  have 
been  in  use  for  a number  of  years,  and  have 
been  carried  on  from  one  official  to  another, 
and  the  Accounting  Departments  have  fre- 
quently been  entirely  in  the  hands  of  men 
who  have  had  no  experience  outside  of  that 
particular  industry,  and  therefore  no  oppor- 
tunity of  introducing  new  methods  except 
on  the  same  old  lines.  The  Public  Account- 
ant, from  his  training  and  experience,  is 
enabled  in  a few  hours  to  make  himself 
familiar  with  the  main  underlying  princi- 
ples in  which  one  class  of  industry  differs 
from  another,  and  it  is  this  very  fact  which 
renders  his  work  most  useful  to  his  clients. 
Tliere  is  a tendency  nowadays  towards 
specialization : one  man  will  hold  himself 
out  as  especially  expert  in  Bank  Accounts, 
another  as  especially  expert  in  Railroads, 
and  so  on  ; and  the  public  have  not  yet  real- 
ized that  the  very  fact  that  these  men  have 
converted  themselves  into  specialists  in 
these  particular  industries  has  deprived 
them  of  a great  part  of  their  value  to  their 
clients.  The  inefficiency  of  the  Federal  and 
State  Bank  examinations  is  well  recognized, 
and  leading  Bank  Examiners  have,  from 
time  to  time,  strongly  recommended  an  in- 
dependent audit  of  bank  accounts  as  an 
added  protection  to  the  Stockholders  and 
Depositors.  Experience  shows  that  the  in- 
dependent examination,  where  carried  out  by 
a thoroughly  qualified  Public  Accountant. 
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is  stron”'  just  where  tlie  ( )fficial  exaniiiia- 
tioii  is  weak,  but  if  the  iudepeudeut  ac- 
couutaut  is  merely  an  official  hank  exauiiuer 
ill  jirivate  jiractice  instead  of  (loveruiueut 
service,  wliat  more  can  he  cxpccteil  tlian  the 
more  or  less  inefficient  examination  which 
is  at  present  in  force.  It  is  in  the  applica- 
tion of  general  business  principles,  both  of 
organization  and  accounting,  to  any  partic- 
ular hnsiness,  that  the  value  of  the  Public 
Accountant  to  his  client  largely  depends. 

It  is  clear  that,  for  the  pnqiose  of  ade- 
quately performing  his  various  duties  for 
the  benefit  of  his  clients,  the  Public  Ac- 
countant requires  qualities  of  the  highest 
character.  He  must  have  considerable 
ability,  absolute  integrity,  must  be  entirely 
free  to  act  on  his  own  responsibility,  nn- 
trammeled  by  any  interests  either  of  his 
own  or  of  others,  that  might  in  anv 
way  bias  his  judgment;  he  should  not 
allow  himself  to  be  placed  in  a position 
in  which  his  remuneration  may  in  any 
way  depend  upon  the  favorable  or  un- 
favorable results  which  his  reports  may 
show,  nor  should  it  depend  upon  the  carr_v- 
ing  through  of  a financial  operation  the  suc- 
cess or  failure  of  which  might  be  materially 
affected  by  any  bias  shown  in  his  report. 
He  must  also  be  absolntelv  secret,  not  only 
as  to  the  results  of  his  investigation,  but  as 
to  the  work  he  is  doing,  secrecy  in  both 
being  frequently  of  vital  importance  to  his 
clients. 

Up  to  the  present  time  the  place  of  the 
Public  Accountant  in  the  industrial  devel- 
opment of  the  country  has  hardly  been  rec- 
ognized, his  duties  and  responsibilities 
have  been  largely  confined  to  particular 
clients,  and  he  has  not  been  called  upon, 
to  any  extent,  to  undertake  those  wider  re- 
sponsibilities to  the  general  public,  which 
in  England  and  Scotland  have  for  many 
years  formed  a large  part  of  his  practice.  In 
those  countries  it  has  for  a quarter  of  a 
centurv  been  the  custom  to  have  the  ac- 
counts of  all  public  corporations  audited 
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at  least  once  a year,  and  generally  by  Char- 
tered Accountants,  elected  each  year  by  the 
Stockholders  and  reporting  to  them.  In  a 
condition  prevails,  hut  this  is  the  exception 
limited  number  of  cases  in  America  the  same 
rather  than  the  rule.  Such  audits  arc  us- 
ually carried  out  for  the  Directors.  If  the 
Directors  can  he  ])ersuadcd  that  the  views 
of  the  Accountants  arc  correct,  they  will 
adopt  them,  and  the  Balance  Sheet  may 
bear  the  Accountant’s  certificate  to  its  ac- 
curacy. In  the  contrary  case,  the  Directors 
will  receive  the  Accountant’s  recommenda- 
tions, will  not  adopt  them,  will  prepare  the 
accounts  in  their  own  way  and  submit  them 
to  their  Stockholders  with  no  certificate, 
and  while  the  fact  of  a disagreement  be- 
tween the  Directors  and  Accountants,  in 
which  the  probability  is  that  the  Directors 
are  wrong,  is  of  considerable  importance  to 
the  Stockholders  (the  latter  have  no  means 
whatever  of  obtaining  any  information  on 
the  subject.  The  regulation  of  large  cor- 
porations doing  an  interstate  business  is 
now  the  question  of  the  hour,  and  there  can 
be  no  doubt  whatever  that  one  great  step 
towards  its  solution  would  be  the  compul- 
sory publication  to  the  Stockholders,  at 
least  once  a year,  of  Balance  Sheets  and 
Income  Statements  certified  by  thoroughly 
responsible  Public  Accountants  appointed 
by  the  Stockholders  with  full  power  to  re- 
port to  them,  independently  of  any  control 
by  the  Directors.  It  is  in  this  direction  that 
the  future  development  of  the  Accountancy 
profession  lies  at  the  moment. 

If  the  scheme  of  education  and  training 
outlined  above  can  be  made  a necessarv 
qualification,  there  must  graduallv  grow  up 
a higher  avera.ge  standard  of  professional 
attainments  than  at  present  exists.  The 
public  will  thus,  by  degrees,  learn  that 
there  exists  a class  of  professional  men  who 
can  be  thoroughly  relied  upon  as  competent 
business  advisers  on  all  questions  connected 
with  finance  and  accounts,  and  whose  stand- 
ing in  the  community  for  ability,  integrity. 
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independence  of  judgment,  and  responsi- 
bility, peculiarly  fits  them  to  fill  the  position 
of  Receivers,  Trustees,  Arbitrators,  or,  in 
fact,  any  other  position  in  the  world  of  com- 
merce for  which  such  qualities  are  the  first 
essential. 

This  is  the  standard  for  which  the  pro- 
fession to-day  is  striving,  and  in  aid  of 
which  these  Schools  of  Commerce  and  Fi- 
nance have  great  possibilities.  The  work 
they  are  doing  is  on  the  right  lines,  and  is 
training  up  just  the  right  class  of  men.  If 
the  profession  will  maintain  and  add  to  the 


high  ideals  it  has  at  present,  if  these  schools 
will  spread  throughout  the  country  and  send 
their  best  members  to  the  ranks  of  the  pro- 
fession, determined  each  to  take  his  share  in 
its  progressive  development,  there  can  be  no 
doubt  that  the  Public  Accountants  of  the 
rising  generation  will  attain,  as  a class,  to  a 
position  in  the  community  at  least  equal  to 
the  highest  at  the  present  time,  and  that 
the  profession  will  afford  an  honorable  and 
remunerative  career  for  all  those  who  adopt 
it  as  their  life  work. 


ERRORS  OF  PRINCIPLE. 


SEYMOUR  WALTON,  C.  P.  A. 


(Concluded  from  June  issue.) 

In  the  meantime  the  supposed  profit 
on  the  transactions  had  been  covered 
into  profit  and  loss  account  when  the  books 
were  closed,  and  a false  credit  to  that  ac- 
count had  been  created  amounting  to 
thousands  of  dollars.  The  only  proper 
way  to  keep  such  accounts  is  to  credit  con- 
signment sales  and  charge  the  consignee 
in  a special  consignment  account. 

A similar  error  is  found  in  the  usual 
treatment  of  goods  sold  on  the  instalment 
plan,  especially  where  the  credit  extends 
over  a long  period,  as  in  the  case  of  pianos. 
It  is  customary  to  credit  sales  and  charge 
the  purchaser  with  the  full  price  of  the 
goods,  thus  giving  the  month  and  the  year 
in  which  they  are  sold  the  full  benefit  of 
the  profit,  and  leaving  to  subsequent  pe- 
riods the  expense  of  collecting  the  instal- 
ments. Dicksee  pays  particular  attention 
to  this  subject,  but  treats  the  deferred 
payments  only  from  the  standpoint  of  the 
loss  of  interest  on  the  capital  tied  up.  He 
says : “The  best  principle  is  to  regard 

the  difference  between  the  cash  price  and 
the  credit  price  of  the  articles  sold  as  in- 


terest charged,  and  having  ascertained  the 
average  rate  of  interest  to  apportion  it  be- 
tween the  three  years  over  which  the  cur- 
rency of  these  agreements  almost  invari- 
ably runs.”  In  this  country  the  time  is 
usually  limited  to  two  years,  and  the  de- 
ferred payments  usually  carry  interest.  As 
a rule  no  attempt  is  made  to  equalize  the 
profits  over  the  time  in  this  country,  the 
whole  profit  being  taken  by  the  year  in 
which  the  sale  originates,  largely  because 
of  the  difficulty  of  keeping  an  accurate  ac- 
count of  a very  large  number  of  cases.  It 
might  be  done  with  sufficient  accuracy  by 
keeping  an  entirely  separate  set  of  ac- 
counts with  the  instalment  goods,  an  in- 
stalment goods  purchase  account,  an 
instalment  sales  account,  and  instalment 
customers’  accounts  and  by  closing  out  of 
these  at  the  end  of  the  fiscal  period  only 
the  proportion  for  which  payment  had  ac- 
tually been  received.  That  is,  the  instal- 
ment department  would  buy  the  goods 
from  the  main  business  and  would  account 
for  the  profits  on  those  goods  only  which 
had  been  actually  paid  for. 

A curious  error  in  principle  that  is  often 
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found  consists  in  the  manner  of  treating 
bad  debts.  It  is  a very  common  thing  to 
find  these  charged  to  a suspense  account 
which  is  still  carried  on  the  books  as  an 
asset  and  therefore  is  included  in  the  prof- 
its. Many  a business  man  prides  himself 
on  his  conservatism  in  promptly  charged 
past  due  accounts  to  suspense  and  it  is 
very  difficult  sometimes  to  show  him  that 
he  has  done  nothing  more  than  to  change 
the  name  of  the  account  and  has  not  in  any 
way  altered  its  nature  as  an  asset,  unless 
he  has  at  the  same  time  opened  a contin- 
gent reserve  account  on  the  other  side  of 
the  ledger. 

Inventories  are  a frequent  source  of 
error,  and  it  is  difficult  sometimes  to  say 
just  what  are  errors  in  this  connection,  as 
good  authorities  are  not  entirely  agreed  on 
all  the  points  involved.  The  best  authori- 
ties seem  to  unite  in  saying  that  nothing 
should  be  valued  at  a higher  figure  than  its 
actual  cost.  The  cost  will  include  all  the 
elements,  direct  and  indirect,  that  have 
so  far  entered  into  the  production  of  the 
finished  goods  or  those  in  process  of  com- 
pletion. The  practice  of  listing  finished 
articles  at  the  selling  price,  less  the  sup- 
posed cost  of  selling,  is  common,  but  can- 
not be  depended  upon  unless  some  way  is 
found  to  guarantee  the  future  market  price 
and  also  the  selling  conditions.  The  cost 
of  selling  for  previous  years  is  not  always 
a safe  criterion  for  the  coming  months. 
With  a given  number  of  salesmen  on  the 
road,  or  a given  running  expense  in  the 
store,  the  comparative  selling  cost  varies 
to  a certain  extent  with  the  volume  of 
business  done,  so  that  a diminished  trade 
would  increase  the  selling  cost  and  impose 
an  additional  burden  on  the  current  year 
that  may  be  alreadv  showing  bad  results, 
owing  to  the  reduction  in  gross  profits. 

A practice  that  may  lead  to  serious  er- 
ror, but  which  is  frequently  defended  by 
manufacturers  who  indulge  in  it,  con- 
sists in  inventorying  raw  material  at  the 


market  price  when  that  is  greater  than  the 
actual  cost.  It  is  claimed  that  the  advance 
in  price  is  a legitimate  profit  of  the  year  in 
which  it  occurred,  and  the  profit  and  loss 
account  is  given  credit  for  it  while  it  re- 
mains as  only  a possible  profit,  in  case  the 
market  does  not  react  before  the  material 
is  made  up  and  sold.  The  broad  principle 
should  be  adopted  that  no  profit  can  be 
depended  upon  until  the  goods  are  actually 
sold,  and  that  in  the  meantime  the  ma- 
terial should  be  carried  at  not  more  than 
cost.  On  the  other  hand,  when  the  market 
price  of  the  raw  material  has  dropped 
since  its  purchase,  the  conservative  man 
will  carry  it  at  the  lower  price  in  the  in- 
ventory. In  other  words,  the  advice  usu- 
ally given  by  the  careful  auditor  is  to  carry 
the  material  at  whichever  price  is  the  lower. 
If  this  is  a mistake  it  is  certainly  one  on 
the  safe  side,  and  if  there  are  any  sur- 
prises in  store  for  the  man  who  follows  it, 
they  will  prove  to  be  pleasant  ones,  while 
the  other  course  may  lead  to  consequences 
that  will  be  disagreeable  if  not  disastrous. 

A curious  lapse  was  observed  not  long 
ago  in  an  office  which  may  be  called  an  er- 
ror of  principle,  since  it  involved  a com- 
plete ignoring  of  the  fundamental  princi- 
ple. The  auditor  had  instituted  the  usual 
check  upon  the  man  who  was  both  book- 
keeper and  cashier  by  causing  the  manager 
to  have  listed  by  his  stenographer  all  the 
remittances  received  by  mail,  to  which 
were  to  be  added  the  office  collections,  as 
shown  by  the  duplicate  register  slip  and 
the  total  compared  with  the  bank  deposit 
slip  and  the  entry  in  the  pass-book.  The 
manager  was  very  careful  to  have  the  list 
made  every  day,  but  it  was  not  even  added 
up,  let  alone  compared  with  the  bank  de- 
posit. 

Referring  again  to  the  question  of  a 
reserve  account,  we  find  that  it  is  fre- 
quently confounded  with  a sinking  fund. 
The  latter,  however,  has  nothing  to  do 
with  the  profit  and  loss  account  when  the 
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fund  is  established  to  take  care  of  bonds 
or  other  debts  at  their  maturity.  In  this 
case  the  payments  to  the  sinking  funds 
consists  simply  in  a change  of  assets  which 
are  intended  eventually  to  cancel  a liabil- 
ity. W'hen,  however,  the  fund  is  estab- 
lished to  take  up  a wasting  asset,  such  as  a 
lease  interest,  it  is  a charge  against  earn- 
ings, because  the  diminishing  value  of  the 
leasehold  is  an  expense  of  the  business  and 
the  fund  that  takes  care  of  it  must  be 
derived  from  profits,  in  the  same  way  that 
profits  have  to  cover  any  other  item  of 
expense. 

(juestion  that  involves  a very  impor- 
tant principle  is  that  of  the  right  to  carry 
a secret  reserve.  This  usually  consists  of 
the  undervaluation  of  assets  for  the  ])ur- 
pose  of  reducing  the  profits  at  a time  when 
thev  are  large  in  order  to  increase  them 
again  when  they  may  have  fallen  off. 

At  the  time  when  the  defalcation  of 
$690,000  in  the  First  National  Bank  of 
New  York  was  discovered  it  was  stated 
by  the  officers  of  the  bank  that  the  entire 
amount  could  be  taken  up  without  charg- 
ing any  of  it  to  the  undivided  profit  ac- 
count. A great  many  persons  were  un- 
able to  understand  how  this  could  be  done, 
and  only  a few  were  any  wiser  wdien  they 
were  told  that  the  bank  had  a large  secret 
reserve. 

It  appears  that  the  practice  of  accumu- 
lating secret  reserves  is  a growing  one 
and  that  it  is  by  no  means  confined  to 
banks,  and  it  is  very  warmly  defended  by 
those  who  practice  it.  They  claim  that 
it  is  better  to  conceal  abnormally  large 
profits  one  year  so  as  to  provide  against 
the  necessity  of  showing  unusual  losses 
in  another  year.  In  the  case  of  a close 
corporation  or  partnership,  whose  stock- 
holders or  members  know  all  about  the 
business,  there  would  be  no  serious  ob- 
jection, but  there  would  also  be  no  special 
reason  for  doi  ng  it.  It  would  then  be 
about  on  a par  with  the  practice  of  the 


suburbanite  who  sets  his  watch  five  min- 
utes fast  so  that  he  may  be  sure  to  catch 
his  train.  In  the  case  of  a company  whose 
stock  is  somewhat  scattered,  and  may  be 
sold  at  any  time  on  the  basis  of  the  state- 
ments furnished  to  the  stockholders,  it 
seems  impossible  to  find  any  justification 
for  the  practice.  The  seller  of  such  stock 
is  unquestionably  defrauded  out  of  the 
increased  price  that  he  could  have  obtained 
if  the  true  conditions  had  been  known  to 
him  and  to  the  buyer.  If  the  buyer  hap- 
pens to  be  one  of  those  on  the  inside,  with 
knowledge  of  the  secret  reserve,  while  the 
seller  is  ignorant  of  it,  the  injustice  to  the 
latter  is  still  more  flagrant.  In  the  case 
of  the  bank  mentioned  the  one  item  re- 
ferred to  amounted  to  14  per  cent  of  the 
total  capital.  All  sales  made  prior  to  the 
discovery  of  the  shortage  were  based  on 
wrong  assumptions  to  the  detriment  of  the 
sellers. 

It  is  not  probable  that  anyone  would 
defend  the  managing  partner  of  an  ordi- 
nary co-partnership  if  he  deliberately  un- 
derstated the  profits,  so  as  to  prevent  his 
I^artners  from  drawing  out  a greater  divi- 
dend than  he  thought  proper.  But  the 
president  and  directors  of  a corporation 
are  simply  the  managers  of  a partnership 
affair,  the  act  of  incorporation  being  for 
the  purpose  of  limiting  the  liability,  and, 
for  greater  convenience  of  action,  but  not 
in  any  other  way  causing  the  company  to 
differ  from  an  ordinary  partnership. 

The  auditor  who  is  acting  for  the  stock- 
holders of  a company  would  not  seem  to 
be  justified  in  signing  a certificate  to  a 
statement  which  contains  a secret  reserve, 
01  any  other  element  that  is  not  exactly  in 
accordance  with  the  facts.  Not  only  is 
he  bound  to  tell  all  the  truth  for  truth’s 
sake,  but  he  is  also  under  obligations  to 
give  all  the  stockholders  all  the  informa- 
tion in  his  power.  Those  auditors  who 
take  a different  view  of  this  question  de- 
fend their  course  on  the  ground  that  they 
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are  employed  by  the  ])resi(lent  and  di- 
rectors ot  tile  coni])any  and  are  not  su])- 
posed  to  criticise  their  management  of  the 
hnsiness.  While  it  is  true  that  it  would 
he  better  to  follow  the  English  plan  and 
have  the  auditors  ai)])ointed'  hy  the  stock- 
holders as  their  special  representatives,  it 
docs  not  seem  clear  that  the  a])pointment 
hy  the  directors  absolves  the  auditor  from 
his  dntv  to  the  stockholders.  Although 
not  made  directly  to  them,  his  report  is  to 
he  used  with  the  stockholders  and  it  should 
be  as  carefully  prepared  as  if  made  origi- 
nally to  them,  and  should  contain  nothing 
which  would  cause  any  stockholder  to  make 
an  incorrect  declaration  as  to  the  true  con- 
dition of  the  company. 

An  error  that  is  often  made  in  incor- 
porated companies  consists  in  the  way  in 
which  so-called  treasury  stock  is  handled. 
It  is  not  an  uncommon  thing  to  issue  all 
the  stock  of  a company  to  someone  in  pay- 
ment of  a patent,  copyright,  secret  formula 
or  other  property  of  such  nature,  or  for  a 
mining  claim.  As  the  value  of  the  thing 
thus  bought  is  left  to  the  judgment  of 
the  board  of  directors,  their  vote  to  accept 
it  in  payment  of  the  stock  makes  the  latter 
full  paid.  In  order  to  give  the  company 
working  capital  the  party  who  receives  it 
donates  a portion  of  it  back  to  the  com- 
pany. The  stock  thus  donated  is  put  into 
the  treasury  of  the  company  and  is  sold  to 
provide  funds  to  develop  the  business.  But 
as  this  stock  is  almost  always  sold  at  a 
discount,  it  is  an  error  to  put  it  in  the 
treasury,  at  least  in  this  state,  because 
when  the  company  thus  obtains  possession 
of  it,  the  particular  stock  that  was  paid 
up  by  the  original  transaction  is  extin- 
guished, and  when  the  company  sells  the 
stock  out  of  its  treasury  it  is  in  effect  is- 
suing new  or  original  stock  to  take  the 
place  of  that  which  has  been  canceled. 
Everybody  knows  that  when  original  stock 
is  bought  direct  from  a company  for  less 
than  its  face,  the  purchaser  is  liable  for 


the  dilTerence  between  wbat  he  paid  and 
par,  so  that  every  one  of  the  companies 
who  have  sold  that  kind  of  stock  in  this 
state  have  left  their  stockholders  liable  to 
an  assessment,  d'he  proper  way  to  treat 
it  is  to  have  the  donated  stock  put  in  the 
name  of  some  individual  as  trustee  for  the 
donor,  in  which  case  the  equity  existing  in 
the  donor  is  carried  to  the  trustee  and 
there  is  no  liability,  for  the  sale  is  made 
from  the  stock  that  was  paid  up  by  the 
original  transaction. 

A curious  erroj-  occurred  in  a building 
and  loan  association  which  was  being 
wound  up.  The  stockholders  had  voted  to 
liquidate  by  declaring  dividends  on  the  free 
stock  only  until  6o  per  cent  had  been  paid 
and  then  to  pay  dividends  on  all  the  stock 
alike.  The  dividends  were  paid  as  fast  as 
lo  per  cent  was  accumulated,  but  the  sec- 
retary calculated  the  lo  per  cent  in  each 
case  on  the  remaining  balances,  that  is,  on 
an  original  balance  of  $100.00,  the  first 
dividend  was  $10.00;  the  second,  based  on 
the  balance  of  $90.00  then  remaining,  was 
$9.00,  the  third  $8.10,  and  so  on.  Fortu- 
nately for  him,  the  error  was  discovered 
before  he  had  paid  the  sixth  10  per 'cent 
dividend,  or  he  would  have  begun  paying 
off  the  pledged  stock  on  the  supposition 
that  six  10  per  cent  dividends  made  60  per 
cent,  instead  of  what  it  really  was,  about 
47  per  cent.  He  was  convinced  of  his  er- 
ror only  when  he  was  shown  that  ten  of 
his  10  per  cent  dividends  amounted  to 
only  a trifle  over  65  per  cent,  and  that  after 
he  had  thus  paid  out  100  per  cent  of  the 
original  $100.00,  according  to  his  method, 
he  would  still  have  $34.87  to  pay. 

These  examples  of  some  of  the  errors 
that  are  noticed  by  an  auditor  are  suffi- 
cient to  show  that  he  has  much  more  im- 
portant work  to  perform  in  examining  the 
accounts  of  a business  house  than  the  find- 
ing out  whether  the  petty  cash  may  not  be 
short  a few  cents  or  even  the  general  cash 
be  shy  several  hundreds. 
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HENRY  CLEWS  ON  THE  PUBLIC  ACCOUNTANT 


In  an  extremely  interesting  address  be- 
fore the  Minnesota  Bankers’  Association, 
Mr.  Clews  gave  his  opinion  of  the  value 
of  the  Certified  Public  Accountant  in  no 
uncertain  terms.  We  regret  that  we  have 
not  the  space  to  give  the  address  in  full, 
for  Mr.  Clews  is  always  worth  listening 
to.  But  we  must  content  ourselves  with  the 
following  comparatively  brief  extracts ; 

Of  many  improvements  that  might  be 
well  introduced  into  our  commercial  prac- 
tice, the  one  of  primary  significance  is 
the  adoption  of  intelligent  methods  of  ac- 
counting and  auditing  by  all  corporations 
or  associations  of  persons  which  employ 
a considerable  capital.  The  time  has  cer- 
tainly arrived  when  the  old  and  familiar 
systems  of  “bookkeeping”  will  no  longer 
fittingly  and  advantageously  answer  for  the 
conduct  of  modern  financial  business.  It 
is  now  impossible  for  the  manager  of  any 
large  business  to  oversee  in  person  its  vari- 
ous operations  and  details.  Results  must 
be  reduced  to  a scientific  basis ; they  must 
be  classified  with  the  same  minute  care 
that  a scientist  would  devote  to  the  ar- 
rangement of  a series  of  plants  belonging 
to  a new  family  or  genus.  This  need  for 
reform  and  for  scientific  method  is  not 
confined  to  any  one  group  of  institutions 
or  any  particular  species  of  business  enter- 
prise. It  is  a general,  if  not  universal, 

need,  resulting  from  the  great  growth  of 
our  activities,  both  in  their  scope  and  in 
the  amount  of  capital  they  involve.  Nor  is 
it  confined  to  private  enterprise.  It  ex- 
tends also  to  municipal  governments, 
which,  influenced  in  part  by  the  work  on 
accounting  which  is  being  done  by  the 
census  office,  are  casting  about  for  ways 
by  which  they  may  reorganize  their  busi- 
ness and  statistical  methods. 

It  will  not,  however,  be  sufficient  for 
our  business  men  merely  to  revise  their 


methods  along  the  lines  indicated.  There 
must  be  added  a system  of  publicity  of 
accounts  which  shall  convey  to  the  in- 
vestor in  a sincere  and  unmistakable  way 
every  business  detail  that  he  has  any  right 
to  know. 

The  successful  carrying  out  of  these 
ideas  will  imply  the  co-operation  of  skil- 
ful public  accountants  and  auditors 
equipped  with  that  thorough  knowledge 
of  economic  principles  which  will  enable 
them  to  formulate  systems  of  classifica- 
tion, and  show  not  merely  the  financial 
condition  of  a given  business  at  a stated 
time,  but  the  commercial  facts  upon  which 
its  affairs  rest  and  on  which  its  future 
prospects  of  success  must  depend.  Such 
a body  of  experts  is  already  in  existence, 
though  the  number  of  competent  men  is, 
perhaps,  small,  and  far  from  being  well 
distributed  throughout  the  country.  The 
men  available  are,  however,  increasing  in 
number  and  their  profession  is  gaining  in 
respect  and  consideration.  We  have  a' 
number  of  chartered  accountants  of  Scot- 
land and  England  who  have  serv^ed  the 
minimum  apprenticeship  of  five  years  and 
have  passed  the  rigid  examinations  in 
general  accounting,  commercial  and  bank- 
rnptcv  law  and  actuarial  science  which  are 
required  before  their  diplomas  of  “C.  A.” 
are  accorded  to  them.  In  at  least  four 
states  we  have  now  distinct  legal  recogni- 
tion of  the  accountant  as  a professional 
man,  the  standard  being  set  by  the  state  of 
New  York  in  its  Public  Accountants  Act. 
which  grants  the  title  C.  P.  A.  to  all 
such  as  pass  a specified  examination.  This 
exSimple  should  be  followed  by  other  states. 
It  would  be  well  if  these  laws  required 
the  serving  of  a five  years’  apprenticeship 
before  applicants  could  graduate. 

In  banking  we  find  no  exception  to  the 
general  backwardness  of  method  of  which 
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J have  been  speaking;  and  as  our  bankers 
are  the  leaders  in  commercial  thought, 
other  members  of  the  business  community 
can  hardly  be  expected  to  be  more  pro- 
gressive. Says  ex-Secrctary  Gage:  “It 

is  a strange  anomaly  that  while  in  nearly 
every  other  department  of  life,  improve- 
ment is  the  indispensable  rule,  in  tbe  field 
of  banking  finance  and  exchange,  we  go 
on  with  an  indifferent  regard  to  the  handi- 
cap imposed  by  defective  methods.”  These 
words,  though  uttered  some  time  ago,  have 
been  given  unexpected  and  special  sig- 
nificance by  recent  unfortunate  happen- 
ings, on  which  I need  not  dwell,  but  which 
indicate  the  need  of  radical  changes  in 
bank  examinations  as  well  as  in  the  rela- 
tions of  our  banks  with  their  customers 
and  correspondents. 

The  fact  that  many  of  our  business 
men,  even  those  who  are  leaders  of 
thought  in  their  own  communities,  con- 
tinue to  employ  antiquated  methods  in 
the  conduct  of  their  business  and  still  de- 
pend upon  out-of-date  forms  of  state- 
ment, entails  grave  danger  to  the  credit 
_basis  of  the  community.  And  this  dan- 
ger is  greater  because  those  who  are  the 
cause  of  it  have  no  intention  to  deceive. 
Some,  when  they  become  involved,  pur- 
posely resort  to  misleading  methods  of 
statement,  or  even  wilfully  misrepresent 
the  state  of  their  affairs.  But  these  are 
the  exceptions.  The  truth  is  that  this  is 
more  than  a question  of  personal  honesty 
and  honor.  It  involves  the  commercial 
soundness  of  the  community,  and  every 
effort  should  be  employed  to  ascertain 
facts,  and  make  sure  that  the  statements 
submitted  by  applicants  for  credit  cor- 
rectly represent  the  state  of  the  business  to 
which  they  relate.  Our  practice  has,  in 
this  regard,  been  far  too  lax;  and  a long 
step  toward  sounder  conditions  would  be 
taken  were  our  bank  managers  to  require 
tlie  certification  of  the  balance  sheets  of 
borrowers  by  competent  public  account- 


ants. Such  a plan  is  followed  in  Euro- 
pean countries  with  most  satisfactory  re- 
sults. 

it  is  obvious  that  all  banking  within 
its  own  sphere,  whether  local,  national  or 
international,  should  be  as  good  as  the 
best.  If  examinations  are  inadequate,  we 
.should  see  that  they  are  made  rigorous ; 
if  doubt  exists  as  to  the  value  of  a bor- 
rower’s assets,  or  of  the  security  offered, 
we  should  clear  it  up  by  demanding  state- 
/ments  as  to  the  condition  of  the  borrower, 
or  the  value  of  his  collaterals,  made  upon 
scientific  lines  and  guaranteed  by  expert 
inspection  and  certification,  or  refuse  ac- 
commodation. This  is  the  plan  now 
rapidly  coming  into  vogue  among  large 
New  York  institutions,  and  there  is  no 
reason  why  it  should  not  be  adopted 
throughout  the  country. 


IN  WASHINGTON 

The  following  are  the  questions  set  up 
for  the  C.  P.  A.  examination  for  the  state 
of  Washington  on  June  15  and  16,  1905: 

THEORY  OF  ACCOUNTS. 

TIME  ALLOWED,  THREE  HOURS. 

1.  What  do  you  understand  by  the  terms: 

(a)  Fixed  (or  Permanent)  Assets? 

(b)  Floating  (or  Quick)  Assets? 
Name  three  examples  of  each. 

2.  Define 

(a)  Reserve  Account, 

(b)  Reserve  Fund, 

(c)  Sinking  Fund, 

and  state,  in  connection  with  each,  whether 
it  is  an  Asset  or  a Liability. 

3.  Define 

(a)  Bookkeeping, 

(b)  Accounting, 

(c)  Auditing, 

and  show  the  relations  of  each  to  the 
others. 

4.  How  would  you  ascertain  the  profits 
of  a firm  whose  books  are  kept  by 
single  entry? 
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5.  What  is  the  object  of  Cost  Accounts? 
State  the  principal  items  of  expense 
which  p^o  to  make  up  the  factory  cost 
of  a finished  j)roduct. 

6.  What  do  you  understand  Ijy  the  term 
“Secret  Reserve?’’  Name  two  ways 
in  which  such  a Reserve  may  be  cre- 
ated, and  suggest  a purpose  for  its 
creation. 

7.  You  are  asked  to  advise  whether  a 
Com])any  working  a wasting  property 
(e.  g.  a mine)  should,  before  the  an- 
nual closing  of  its  books,  make  any 
provision  for  the  estimated  depreciation 
of  such  property,  or  whether  it  should 
be  allowed  to  stand  on  the  books  at 
its  original  figure  without  any  such 
provision  being  made.  State  your 
opinion,  giving  reasons. 

8.  Give  headings  for  a combined  Cash 
Book  and  Journal,  and  state  what  you 
consider  to  be  the  advantages  (if  any) 
and  disadvantages  (if  any)  of  such 
a book. 

9.  Give  headings  for  a Voucher  Record 
Book  suitable  to  any  business  with 
which  you  are  acquainted.  State 
briefly  some  advantages  (if  any)  and 
disadvantages  (if  any)  of  the  Voucher 
System. 

10.  Without  using  figures,  outline  a Bal- 
ance Sheet  for  a Manufacturing  Cor- 
poration, and  state  how  you  would 
treat  each  of  the  following  items : — 

(a)  Depreciation  of  Plant. 

(b)  Interest  payable  accrued. 

(c)  P’nexpired  Insurance. 

(d)  Provisions  for  Bad  and  Doubt- 
ful Accounts  Receivable. 

11.  Describe  the  Merchandise  Account  as 
it  is  generally  kept.  Show  how  it  may 
be  subdivided,  and  the  advantages  (if 
any)  of  such  subdivision. 

12.  (a)  Define  “Goodwill.”  (b)  On  what 
basis  should  Goodwill  be  valued?  (c) 
On  what  grounds  (if  any)  can  an 


increase  in  the  book  value  of  Goodwill 
be  justified? 

PRACTICAL  ACCOUNTING. 

TI.MI-:  ALLOWED,  FOUR  HOURS. 

1.  A Mining  Company  is  organized  with 
a Cajiital  Stock  of  $100,000  in  Shares 
of  $i  each.  The  entire  Capital  Stock 
is  issued  in  payment  for  the  properties 
acquired  by  the  Company.  The  Stock- 
holders then  return  to  the  Company, 
as  a gift,  25,000  Shares,  which  are 
to  be  sold  by  the  Company  for  the 
purpose  of  providing  working  capital. 
The  Company  afterwards  sells  10,000 
of  these  Shares  at  50c  each,  and  the 
remainder  at  75c  each. 

Prepare  Journal  entries  covering  these 
transactions. 

2.  The  directors  of  a Manufacturing 
Company,  before  closing  the  books  for 
the  half  year  ending  June  30,  1905, 
declare  a dividend  for  the  half  year 
of  3 per  cent,  on  the  Preferred  Stock 
and  2 per  cent,  on  the  Common  Stock. 
There  was  brought  forward  from  last 
year  an  undivided  profit  balance  of 
$15,000.  Trial  balance  June  30,  1905, 
is  as  follows : 

DEBIT  BALANCES;— 

Real  Estate  and  Buildings,  $65,000; 
Discount  and  Interest,  $1,500;  Book 
Debts,  $84,000;  Salaries  (General), 
$22,000;  Trade  Discounts  and  Allow- 
ances, $12,500;  Stock  on  hand  De- 
cember 31,  1904,  $58,000;  Plant  and 
Machinery,  $80,000;  ^Management  Sal- 
aries, $10,000;  Preferred  Stock  in 
Treasury,  $10,000:  Labor,  $176,000; 
Patents  and  Goodwill,  $160,000;  In- 
vestments, $31,000;  General  Expenses, 
$8,600;  Cash  in  Bank,  $16,000 ; Ereight, 
$3,000 ; Repairs,  $2,000 ; Insurance, 
$1,750:  Fuel,  $12,000;  Purchases, 

$165,000. 
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r>ills  l’ayal)lo,  $52,000;  I’rolit  and 
Loss  Account,  $8,000;  Coniinon  Stock, 
$200,000 ; Sales,  $438,350 ; Accounts 
Payable,  $20,000;  Preferred  Stock, 
$200,000. 

The  Stock  on  hand  June  30,  1905, 
is  $55,000.  Compile  Profit  and  Loss 
Account  and  llalance  Sheet  at  June  30, 
1905,  providing  for  dei)reciation  at 
per  cent,  per  annum  on  Plant  and 
Machinery,  and  a reserve  of  5 per 
cent,  on  book  debts  to  provide  for  bad 
and  doubtful  accounts ; also  create  a 
liability  for  the  dividend  as  stated 
above. 

Jones  & Brown,  partners,  decided  to 
incorporate  on  December  31,  1904.  At 
that  date  their  Balance  Sheet  was  as 
follows : 

ASSETS:— 

Real  Estate  and  Im- 
provements   $25,000  $ 

Bills  and  Accounts 

Receivable  30,000 

Inventory  20,000 

Cash  2.500  77,500 


LIABILITIES:— 

Bills  and  Accounts 

Payable  $33,500 

Jones,  Capital  Ac- 
count   22,000 

Brown,  Capital  Ac- 
count   22,000  77,500 


A Corporation  (The  Jones-Brown 
Co.)  was  organized  with  a Capital 
Stock  of  $100,000,  and  entered  into  an 
agreement  with  Jones  & Brown 
whereby  it  was  to  take  over  all  the 
assets,  and  assume  all  the  liability 
on  Bills  and  Accounts  Payable,  at  the 
above  figures,  except  that  the  Real 
Estate  and  Improvements  were  to  be 
taken  over  at  $35,000,  and  that  $26,- 


000  was  to  be  paid  Jones  ik  Brown 
for  the  Coodwill  of  the  business,  d'he 
entire  ])aymenl  to  Jones  & Brown  was 
to  be  made  as  to  $5,000  in  Cash  and 
$80,000  in  Stock. 

Cash  subscriptions  for  Stock  were 
received  as  follows : 


From  Smith  $ 5,000 

Prom  Robinson  ro,(XX) 

P'rom  Jenkins 5, 000 


Prepare  ( i ) Journal  Entries  of  the 
above  transactions  for  the  books  of 
the  Corporation,  assuming  that  the 
Capital  Stock  has  been  issued  as  stated ; 
(2)  Balance  Sheet  of  the  Corporation 
after  making  the  entries,  and  (3) 
Journal  entries  to  close  the  books  of 
the  Jones  & Brown  partnership 
4.  & B i^urchased  the  Assets  and  took 

over  the  Liabilities  of  a business  for 
which  they  paid  $40,000,  each  provid- 
ing $20,000.  The  price  was  made  up 


as  follows : 

Real  Estate  $17,500 

Plant  and  Machinery to,25o 

Stock  of  Merchandise $15,000 

Accounts  Receivable  11,920 


Total  Assets  $54,670 

LESS  :— 


Accounts  Payable.  . .$13,250 
Allowance  for  dis- 
counts and  bad 
debts  1,420  14,670 

Purchase  money  paid  in  Cash.  .$40,000 
A & B agreed  to  admit  C into  part- 
nership, on  the  terms  that  they  first 
added  to  the  price  paid  $4,000  for 
Goodwill,  and  that  C brought  in  a 
sum  in  Cash  sufficient  to  make  him 
an  equal  partner.  C paid  the  necessary 
sum  to  a Partnership  Account  at  the 
Bank. 

Make  the  opening  entries  in  the 
journal  of  the  new  firm,  recording  the 
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above  transactions,  and  draw  up  a 
Balance  Sheet  as  at  the  commencement 
of  A,  B and  Cs  partnership,  assuming 
that  all  the  Capital  had  been  brought 
in  before  there  was  any  change  in 
the  Assets  or  Liabilities. 

5.  A fire  occurred  in  the  factory  of  a 
firm,  and  the  following  sums  were  re- 
covered from  the  Insurance  Compa- 


nies : 

For  loss  on  Buildings $ 4,000 

Machinery  6,500 

Merchandise  ....  10,000 


$20,503 

The  firm  spent,  in  restoring  them  to 
their  original  condition,  $4,750  bn  the 
buildings  and  $6,000  on  the  Machin- 
ery. They  also  spent,  in  cleaning  and 
sundries  incidental  to  the  fire,  $100. 

The  firm’s  valuation  of  the  Mer- 
chandise lost  and  damaged  was  $11,- 
600.  After  the  fire  $1,000  was  re- 
alized from  the  sale  of  damaged  Stock. 

Prepare  Journal  entries  to  show 
how  the  above  matters  should  be  dealt 
with  on  the  firm’s  books. 

6.  On  May  31,  1905,  Corporation  A sells 
its  Assets  (except  Cash)  to  Corpora- 
tion B.  The  Balance  Sheet  of  Cor- 
poration A is  as  follows : 

ASSETS 

Real  Estate,  Buildings,  Ma- 


chinery and  Eurniture.  . . .$40,000 
Merchandise  Inventory  ....  15,000 
Bills  and  Accounts  Receiv- 
able   20,000 

Cash  5,000 


$80,000 

LIABILITIES 
Capital  Stock — 500 

Shares  of  $100. . .$50,000 
Bills  and  Accounts 

Payable  25,000 

L^ndivided  Profits..  5,000  80,000 


The  selling  price  to  Corporation  B 
is  $100,000;  $50,000  being  payable  in 
Cash  and  $50,000  in  the  Capital  Stock 
of  Corporation  B, 

On  completion  of  the  sale  to  Cor- 
poration B,  Corporation  A pays  its 
Bills  and  Accounts  Payable,  distrib- 
utes the  Assets  then  remaining  to  its 
Stockholders  pro  rata  and  dissolves. 

Prepare  journal  entries  for  Corpora- 
tion A,  covering  the  above  transac- 
tions and  closing  ^ut  Corporation  A’s 
books.  Also  state  how  much  (a)  in 
Cash,  (b)  in  .Stock  of  Corporation  B 
each  Share  of  Corporation  A is  en- 
titled to  in  the  final  distribution. 

7.  Poliowing  is  a list  of  the  Accounts 
appearing  on  the  Trial  Balance  of  a 
Manufacturing  Company  which  deals 
in  finished  ^Merchandise  purchased  as 
well  as  in  its  own  products.  From 
this  list,  and  without  using  figures, 
draw  up  plans  of  Financial  Statements 
(Balance  Sheet,  ]\Ianufacturing  Ac- 
count, Profit  and  Loss  Account,  etc.), 
in  the  form  which  you  think  most 
suitable : — 

Accounts  Payable. 

Capital  Stock. 

Bills  Receivable. 

Cash. 

Salaries,  Management. 

Bills  Payable. 

Salaries,  Office  and  Store. 

Real  Estate. 

Fuel. 

Insurance  (Plant). 

Light. 

Freight  (on  ]\I’dse  purchased). 

IMachinery  and  Tools. 

Freight  (on  Raw  ^Materials). 

Buildings. 

Sales  (own  products). 

Inventory  (own  products). 

Inventory.  Raw  [Materials. 

Inventory  partly  Manufactured 
Goods. 
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Inventory  Merchandise  pnrcliased. 
Inventory  Repair  Snp])lies. 

Sales  (Merchandise  purchased). 
Undivided  Profits  (end  of  last  year). 
' I’nrchases  (Merchandise). 

Rent,  Factory. 

Rent,  Store  and  Office. 

Printing-  and  Stationery. 

\cconnts  Receivable. 

Advertising-. 

Purchases  (Raw  Materials). 
Machinery  Repairs. 

Productive  Labor  (Factory). 

Labor  (Warehouse). 

Office  Furniture. 

Reserve  for  Bad  and  Doubtful  Ac- 
counts. 

Reserve  for  Depreciation. 

Insurance  (Merchandise). 

Bad  and  Doubtful  Accounts. 
Travelers’  Expenses  and  Salaries. 
Management  Salary,  Office. 
Management  Salary,  Factory. 
Discounts  allowed. 

Interest  payable. 

Depreciation. 

Goodwill. 

Sundry  Factory  Expenses. 

Sundry  Office  Expenses. 

Postage. 

Subscriptions  and  Donations. 
Discount  Received. 

Rents  (Receivable). 

Insurance  unexpired — Plant. 
Insurance  unexpired — Merchandise. 

8.  Idle  & Stretch,  merchants,  are  unable 
to  meet  their  obligations.  Prom  their 
books,  papers  and  information  the  fol- 
lowing particulars  relative  to  their 


affairs  are  ascertained : 

Cash  on  hand  $ 250 

Accounts  Receivable : Good, 

$1,250;  Doubtful,  $600  (es- 
timated to  produce  $200)  ; 

Bad,  $1,000  2,850 

Real  Estate  14,000 


Hills  Receivable  (good)....  4,250 

Idle,  Drawing  Account 9,000 

Stretch,  Drawing  Account..  8,400 
.Sundry  Loss-es  on  Trading.  . 13,500 

Trade  Exiienses  7,400 

Creditors — Unsecured  25,000 

Partly  secured...  23,900 
Fully  secured.  ...  17,000 


Securities:  $5,000  in  hand; 
$11,060  pledged  with  partly 
secured  Creditors  ; and  bal- 
ance pledged  to  fully  se- 


cured Creditors  33,000 

Preferential  Claims  for 

Wages  750 

Idle,  Capital  10,000 

Stretch,  Capital  16,000 


Prepare  (a)  a Statement  of  Affairs 
showing  the  Assets  and  Liabilities 
with  respect  to  their  realization  and 
lic|uidation ; and  (b)  a Deficiency  Ac- 
count in  respect  of  the  deficiency 
shown  by  the  Statement  of  Affairs. 

AUDITING. 

Time  Allowed,  Three  Hours. 

1.  What  is  an  Auditor’s  duty  in  connec- 
tion with  the  verification  of 

(a)  Merchandise  Inventory. 

(b)  Accounts  Receivable. 

(c)  Investments. 

(d)  Cash. 

2.  Outline  the  work  to  be  done  in  the 
audit  of  a Bank. 

3.  In  auditing  the  books  of  a Magazine 
Publisher  you  find  that  he  has  on 
hand  Contracts  amounting  to  $50,000 
for  advertising  space  in  his  Maga- 
zine, $20,000  of  which  are  unfilled 
or  uncompleted  at  the  close  of  the 
fiscal  period.  The  cost  of  obtaining 
the  Contracts  is  estimated  at  15  per 
cent,  of  the  amount  thereof. 

State  what  in  your  opinion  is  the 
correct  way  of  dealing  with  the  Con- 
tracts and  the  contracting  Expenses 
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in  the  Financial  Statements  for  the 
])erio(l. 

4-  In  the  Machinery  Account  of  a firm 
vvliose  books  you  are  auditing  appear 
charges  for 

(a)  New  parts  to  replace  old 

ones  worn  out. 

(b)  Engineer's  salary. 

(c)  Labor  setting  .up  New  Ma- 

chinery. 

(d)  Moving  old  machinery  from 

one  part  of  the  factory 

and  setting  it  up  in  an- 
other. 

Do  you  see  any,  and  if  so  what, 
objection  to  these  charges  being  so 
treated  ? 

5.  \\’hat  constitutes  Capital  Expendi- 

ture? Would  you,  as  Auditor,  be 
justified  in  certifying  to  the  accuracy 
of  'Accounts  in  which  such  expendi- 
ture appeared  without  making  en- 

quiry into  the  real  character? 

6.  You  are  called  upon  to  audit  the 

books  of  a Corporation  which  has 
on  its  Customers  Ledgers  a very 
large  number  of  Accounts.  In  the 

General  Ledger  are  carried  Custom- 
ers Ledger  Controlling  Accounts. 

What  steps  would  you  think  it  suf- 
ficient to  take  in  order  to  verify  the 
individual  balances  on  the  Customers 
Ledgers  ? 

7.  A Syndicate  is  to  purchase  a certain 
Manufacturing  business  and  to  take 
over  all  its  Accounts  Receivable  and 
Payable  as  on  May  31,  1905.  A 
Statement  of  the  Assets  and  Liabili- 
ties on  that  date  is  submitted  by  the 
A'endors  to  the  Syndicate,  and  this 
Statement  you  are  instructed  by  the 
Syndicate  to  verifv  by  an  examina- 
tion of  the  books. 

Controlling  Accounts  are  carried 
in  the  General  Ledger  for  “Accounts 


Receivable”  and  “Accounts.  Pay- 
able.” 

State  briefly  how  you  would  pro- 
ceed with  your  examination,  and  to 
what  points  you  would  give  special 
attention,  it  being  understood  that 
you  are  not  expected  to  make  a de- 
tailed audit. 

8.  A Gas  Company,  of  which  you  are 
Auditor,  laid  down  fifteen  years  ago 
a main  costing  $37,500,  which  re- 
mained undisturbed  until  the  present 
year,  when  one-half  of  it  was  re- 
])laced  by  a larger  one  costing  $31,- 
500.  An  extra  main  was  laid  along- 
side the  other  half  of  the  original 
one  (which  remains  in  use)  at  a cost 
of  $21,000. 

You  are  asked  to  advise  how  much 
of  the  items  of  $31,500  and  $21,000 
should  be  charged  to  Capital  Ex- 
penditure. 

In  your  answer  do  not  take  into 
account  the  question  of  depreciation. 

9.  What  special  points  in  the  Balance 
Sheet  of  a Corporation — apart  from 
the  correctness  of  figures — do  you 
consider  need  careful  consideration 
to  afford  due  protection  to  Directors 
and  Auditors  ? 

10.  ■ Outline  a plan  for  the  audit  of  any 

business  with  which  you  are  ac- 
quainted. 

11.  The  Real  Estate  holdings  of  a Manu- 
facturing Corporation  of  which  you 
are  Auditor  have  substantially  in- 
creased in  value  since  their  purchase. 
The  Directors  have  qaused  the  Real 
Estate  Account  on  the  books  to  be 
debited  and  Profit  and  Loss  Account 
credited  with  the  amount  of  the  in- 
creased value. 

Do  you  consider  this  procedure 
justified?  State  reasons  for  your 
answer. 

12.  Criticise  the  following  Balance  Sheet : 
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ASSETS:— 

Machinery,  at  cost 

Hnildiiigs,  at  cost  

(ioodwill  

I'ormation  Expenses  

Inventory : 

Raw  Material,  at 

cost  $10,000.00 

Merchandise  in  proc- 
ess of  Manufac- 
ture, at  cost....  10,000,000 
Merchandise,  fin- 
ished, at  selling 

price  23,000,000 

Bills  Receivable,  face  value.  . 
Accounts  Receivable,  face 

value  

Cash  


$70,000.00 

20.000. 00 

25.000. 00 
3,000.00 


43.000. 00 

3.500.00 

22.000. 00 

2.500.00 


7.  Draw  Promissory  Notes  as  follows: 

(a)  Non-ncf^otiable. 

(h)  Ncg’otiahle, 

8.  Detiiie 

(a)  Partnership. 

(h)  I 'referred  Stock. 

(c)  Common  Stock, 
y.  A Promissory  note,  made  for  the 
purpose  of  the  Puyallup  Shipbuild- 
ing Co.,  is  signed  as  follows : 

“JCJHN  SIWASH, 

“Treasurer  Puyallup  Shiphuilding  Co.” 
Who  is  liable  on  the  note? 


$189,000,00 

LIABILITIES: 

Capital  Stock  $100,000.00 

Bills  Payable  50.000.00 

Accounts  Pay.ible  . . 30,000.00 

Undivided  Profits  . . 9,000.00 

$ 1 89,000.00 

COMAIERCIAL  LAW. 

Time  Allowed,  Two  Hours. 

1.  Under  what  circumstances  may  the 
court  appoint  a Receiver  for  a Cor- 
poration ? 

2.  (a)  What  is  the  legal  rate  of  inter- 

est in  the  State  of  Washing- 
ton ? 


(b)  What  exceptions  (if  any)  are 

3- 

Define 

permitted  ? 

(a) 

.Arbitration. 

(b) 

Demurrage. 

(c) 

Escrow. 

4- 

Define 

(a) 

Principal. 

(b) 

Agent. 

(c) 

Assignee. 

5- 

(a)  How  is  a Corporation  formed? 

(b)  How  is  a Corporation  dis- 
solved ? 

6.  (a)  To  what  extent  is  a Stock- 

holder liable  for  the  debts 
of  his  Corporation  ? 

(b)  Are  there  any  circumstances 
under  which  a Corporation 
may  issue  its  Stock  at  a dis- 
count ? 


10.  (a)  Define  Special  Partner. 

(b)  What  are  the  rights  and  re- 
sponsibilities of  a Special 
Partner  ? 

11.  Define 

( a ) Bottomrv  Bond. 

(b)  Bailment. 

(c)  Chattel  Mortgage. 

12.  What  are  the  liabilities  of  the  sign- 
ers of  the  following  note:  (a)  to  the 
holder  (b)  as  between  themselves: — 
$3,500. 

“Steilacoom,  Wash.,  May  3,  1905. 

“Sixty  days  after  date  we  promise 
to  pay  to  the  order  of  Peter  Simple 
Thirty-five  hundred  dollars  at  Ninety- 
third  National  Bank,  value  received. 

“A.  B. 

“C.  D. 

“E.  F.” 

SOME  ANSWERS. 


Below  I send  you  my  solution  of  the 


moblem  in 

interest 

in  vour 

issue  of  June. 

905: 

Face  Value. 

Mas. 

Discount. 

Present  Worth. 

$23,175.00 

4 

$ 438.63 

$22,736.37 

34,650.00 

10 

1.639-55 

33,010.45 

23.175-00 

16 

1.754-53 

21,420.47 

31,950.00 

22 

3.325-94 

28,624.^ 

23,175.00 

28 

3.070.43 

20,104.57 

29,250.00 

34 

4.705-72 

24,544.28 

23.17500 

40 

4.386.33 

18,788.67 

26,550.00 

46 

5.778.87 

20,771.13 

$215,100.00 

$25,100,00 

$190,000.00 

Yours  truly, 

Chicago.  E.  A.  Talbot. 
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Taking  any  certain  rate  of  interest, 
using  the  same  rate  for  each  note,  I find 
tlie  present  worth  of  each  note. 

Finding  the  difference  between  the  ag- 
gregate present  worth  of  all  the  notes  and 
$190,000.00,  the  selling  price,  I divide 
this  difference  among  the  notes  in  pro- 
portion to  their  present  worth,  and  find 
the  selling  price  of  each  note  to  be : 

I St  $22,882.88 
2nd  33,165.90 
3rd  21,481.89 
4th  28,650.07 
5th  20,080.89 
6tb  24,460.70 
7th  18,679.90 
8th  20,597.77 


Face. 

23,175.00  discounted 

41T10  @ 65$ 

Present  Worth. 
22,711.50 

34,650.00 

10 

32,917.50 

23,175.00 

16 

21.321.00 

31,950.00 

22 

28,435-50 

23,175.00 

28 

19,930.50 

29,250.00 

34 

24,277.50 

23,175.00 

40 

18,540.00 

26,550.00 

46 

20,443.50 

Selling  price. . 

.$190,000.00 

188,577.00 

Present  worth..  188,577.00 


$ 1,423.00  proportioned 

to  the  different  notes  according  to  their 
present  worths,  and  this  amount  added  to 
the  respective  present  worths  gives  the 
selling  prices  of  the  eight  notes  as  at  the 
top  of  the  page. 

Yours  truly, 

Rhinelander,  Wis.  M.  Germond. 


PENNSYLVANIA  ENTERPRISE 
We  copy  the  following  sensible  sugges- 
tions from  the  June  number  of  the  Busi- 
ness World  of  New  York: 

“statements  should  be  certified  by 
C.  P.  A.'s. 

“In  his  address  on  ‘Credits,’  before  the 
New  Jersey  State  Bankers’  convention,  in 
March  of  this  year,  Mr.  James  G.  Can- 


non, vice-president  of  the  Fourth  Na- 
tional Bank  of  New  York,  strongly  advo- 
cated all  banks  requiring  borrowers  to 
furnish  statements  certified  to  by  C.  P.  A.’s. 

“The  importance  of  this  matter  to  the 
Certified  Public  Accountants  can  scarcely 
lie  overestimated,  and  the  Pennsylvania 
Institute  of  Certified  Public  Accountants, 
ever  awake  to  the  interests  of  the  profes- 
sion, have  had  his  address  published  in 
pamphlet  form  and  are  sending  it  out 
broadcast  among  the  business  houses  of 
that  state,  with  the  references  to  C.  P.  A.’s 
printed  in  bold-faced  type.  Such  action 
is  bound  to  result  in  good  to  all  members 
of  the  profession,  and  we  hope  that  simi- 
lar action  will  be  taken  by  state  societies 
of  Public  Accountants  and  Certified  Pub- 
lic Accountants  wherever  such  exist  in 
the  United  States.  Were  such  action  to 
result  in  the  requirement  of  such  certified 
statements  in  but  one  per  cent,  of  the 
cases  where  credit  is  required  from  the 
banks  of  this  country,  the  enormous  in- 
crease in  the  field  of  work  for  the  public 
accountant  would  demand  not  only  the 
entire  services  of  all  now  engaged  in  the 
wPrk,  but  it  would  provide  employment 
for  a long  time  to  come  for  all  the  young 
blood  that  the  state  boards  of  examiners 
are  semi-annually  admitting  to  practice. 

“Best  of  all  the  resultant  good  to  the 
banker,  the  general  commercial  and  mer- 
cantile world  would  more  than  pay  for 
the  increased  labor.  Last  but  not  least 
in  importance  is  the  fact  that  such  a re- 
quirement would  prevent  many  defalca- 
tions, fraudulent  failures  and  protect  the 
honest  but  ignorant  merchant  who  now 
borrows  till  he  can  borrow  no  more,  and 
then  calls  in  the  aid  of  the  bankruptcy 
court.  By  all  means  help  in  this  good 
work,  which  not  onlv  leads  to  immediate 
material  benefit  to  all  but  also  tends  to- 
ward greater  honesty,  better  methods  and 
higher  morality  in  the  business  world.” 
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The  Chicago  Banker  in  a recent  issue 
discusses  the  question  of  the  examina- 
tions of  National  Banks.  It  makes  a num- 
ber of  statements  that  should  interest  ac- 
countants as  well  as  bankers,  among  others 
that:  ‘Tt  seems  to  be  practically  admitted 
that  the  examinations  which  the  comp- 
troller is  authorized  to  make  are  not  very 
effective  as  measures  for  preventing  viola- 
tions of  the  law.” 

Of  special  importance  to  our  profes- 
sion is  its  treatment  of  the  alternative  of 
the  examination  by  the  outside  public  ac- 
’ countant.  “The  private  auditor  is  often 
c,  delusion  and  a snare.  One  of  the  loose- 
leaf  manufacturing  concerns  also  proposes 
to  audit  banks  and  furnish  new  systems. 
It  is  reported  that  many  of  these  ‘experts’ 
are  only  city  salesmen  at  $65  to  $70  per 
month,  sent  out  at  $25  per  day  and  ex- 
penses to  gull  the  countrv  bank  and  sell 
supplies.  This  is  a fraud.” 

We  are  glad  to  see  that  this  excellent 
journal  is  able  to  discriminate  between 
the  stationery  seller  and  the  true  account- 
ant, but  it  strikes  us  that  our  various  so- 


cieties should  take  the  matter  up  in  a 
serious  way  and  try  to  educate  the  public 
as  to  the  true  standing  of  the  Certified 
Public  Accountant  and  the  difference  be- 
tween him  and  the  irresponsible  “expert,” 
whether  employed  by  the  stationery  house 
or  practicing  on  his  own  account.  If  the 
title  C.  P.  A.  is  to  be  of  any  value  it  can 
be  made  so  only  by  emphasizing  the  differ- 
ence in  the  minds  of  the  business  world, 
th.e  only  place  where  the  distinction  can 
be  of  any  real  worth  to  the  profession. 


Evidently  the  banks  are  beginning  to 
take  notice.  In  addition  to  the  remarks 
quoted  in  our  last  issue,  we  find  the  fol- 
lowing reference  to  the  profession  in  on 
address  delivered  before  the  Pennsylvania 
Bankers’  Association  by  Mr.  George  M. 
Coffin,  vice-president  of  the  Phenix  Na- 
tional Bank  of  New  York.  Speaking  of 
the  ofheial  examination  and  the  neces- 
sitv  for  more  thorough  investigations,  he 
says : “One  proof  of  my  contention  is 

that  some  of  the  largest  banks  in  the 
country,  examined  twice  a year  by  the 
government,  have  special  examinations 
m.ade  by  Certified  Public  Accountants  for 
wliich  they  pay  four  and  five  times  as 
much  as  they  pay  for  the  government  ex- 
amination. Were  they  satisfied  with  the 
official  examinations  they  certainly  would 
not  incur  the  expense  of  the  others.” 

In  another  column  we  give  extracts 
from  an  address  by  that  veteran  of  finance, 
Henry  Clews,  before  the  Minnesota  bank- 
ers, in  which  he  dwells  at  considerable 
length  on  the  advantage  of  the  accountant 
to  the  banker. 

When  such  authorities  as  these  are  so 
emphatic  in  the  endorsement  of  the  pro- 
fession, it  would  seem  as  if  the  field  thus 
opened  up  were  well  worth  cultivating. 
We  commend  the  subject  to  the  attention 
of  the  various  societies  of  Certified  Public 
Accountants  in  the  country. 
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CORPORATION  SYSTEM 


BY  CHARLES  A.  HONECKER. 


Progress  made  in  accounting  in  com- 
parison with  tlie  existing  conditions  a 
very  few  years  ago  is  surprising.  Cor- 
porations, during  the  same  period,  have 
multiplied,  and  have  consolidated  many 
iniustries  under  one  management,  either 
un-'er  one  gigantic  corporation  or  by  con- 
trol through  majority  of  stock  holdings 
in  other  companies,  d'his  advancement 
has  been  made  possible,  to  a large  extent, 
on  account  of  development  in  accounting 
systems  and  general  practice,  which  has 
kept  abreast,  and  in  many  cases  in  ad- 
vance, of  the  times,  otherwise  these  great 
consolidations  would  not  have  -met  with 
the  success  they  have.  Investigation  into 
the  cause  of  failure  of  so  many  corpora- 
tions will  show  that  a large  percentage  is 
directly  attributed  to  incomplete  account- 
ing sy.^tems,  so  that  at  the  present  time 
our  great  financial  institutions  and  capi- 
talists are  giving  a greater  degree  of 
attention  to  the  equipment  of  the  account- 
ing departments  of  concerns  they  are  in- 
terested in  than  ever  before. 

It  is  of  the  utmost  importance  that  the 
officers  of  corporations  be  acquainted  with 
the  company’s  condition  as  often  as  pos- 
sible. W’ith  a business  of  large  propor- 
tions, many  checks  are  necessarv  to  cover 
the  various  operations,  as  the  possibilities 
of  leakage  or  waste  in  numerous  channels 
will  cause  considerable  loss  unless  the 
greatest  vigilance  in  the  accounting  de- 
partment is  exercised. 

it  is  admitted  that  corporation  officials, 
managers  and  superintendents  are  not  all 
experienced  accountants,  but  being  men  of 
recognized  ability  in  their  respective  busi- 
ness capacities  are  able  to  detect  the  weak 
points,  and  must  of  necessity  depend  upon 
the  accounting  department  for  jmompt 
statements,  containing  accurate  informa- 
tion that  will  assist  them  in  finding  a 


remedy.  A system  that  fails  to  respond 
with  prompt  and  accurate  statements  at 
any  moment  will  have  a tendency  to  shortly 
get  the  company’s  affairs  in  a serious  state, 
and  has  often  proved  disastrous. 

Therefore,  before  attempting  to  intro- 
duce a change,  every  move  must  be  care- 
fully considered,  and  upon  completion  of 
all  forms,  it  should  be  worked  out  to  see 
that  everything  is  covered  and  connected. 
Failure  in  successfully  installing  a system 
is  often  due  to  many  who  attempt  to 
partially  install  it  with  the  object  of  ex- 
perimenting, causing  considerable  trouble 
before  satisfactory  results  are  obtained. 

To  endeavor  tb  cover  these  various  de- 
partments in  detail  would  be  beyond  the 
scope  of  this  paper,  but  I will  in  a brief 
manner  consider  the  following  general  de- 
partments : 

General  Bookkeeping,  Ledgers,  Ac- 
counts Receivable,  Invoicing,  Journals, 
Vouchers  Audited,  Cash  Book,  Cost  De- 
partment, Filing. 

To  work  systematically  is  to  work  suc- 
cessfullv.  Method  is  the  essential  ele- 
ment on  which  every  solid  and  substantial 
concern  is  based.  There  is  no  doubt  that 
the  subject  of  corporation  Systems  has 
been  neglected  to  a large  extent.  We  are 
working  on  old  systems  which  have  served 
their  day  and  generation.  Systems  which 
have  had  their  day,  but,  unfortunately, 
have  not  ceased  to  be : for  a mere  glance 
at  many  of  them  will  prove  that  no  method 
is  used  and  that  concern  moves  under 
conditions  that  are  disgraceful : the  wonder 
is  how  it  moves  at  all.  It  is  not  entirely 
the  want  of  brains,  it  is  not  the  difficulty 
of  working  out  a vast  and  complicated 
scheme,  it  is  not  a matter  of  involving 
the  company  in  a large  outlay  of  money, 
it  is  simply  a question  of  system.  A per- 
fect organization  is  an  essential  and  vital 
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element  in  seenrins^  success  in  whatever 
form  of  institution  we  may  wisli  to  earry 
on. 

It  is  almost  as  ditfieult  to  persuade  those 
who  have  the  responsibility  of  conducting 
large  eori)orations  that  a complete  and 
intelligent  office  organization  will  save 
money,  time  and  worry  as  it  was  a few 
years  ago  to  convince  them  that  the  use 
of  modern  maehine  tools  was  indispensable 
to  good  workmanship  with  eheap  produe- 
tion.  To  ex])ect  this  to  be  carried  out 
with  old-fashioned  books  and  foolscap 
paper  would  be  equivalent  to  expeeting 
the  production  of  a high-class  engine  by 
old-fashioned  appliances,  at  the  same  price, 
and  within  the  same  time  as  one  turned 
out  by  the  aid  of  the  latest  labor-saving 
maehinery.  It  is  useless  to  subdivide 
labor  if  the  workman  be  not  supplied  with 
the  latest  maehine  for  exeeuting  his  par- 
ticular part  of  the  whole,  and  it  would 
be  equally  useless  subdividing  the  labor 
in  the  office  if  the  latest  books  and  forms, 
all  designed  and  printed  to  serve  a par- 
tieular  purpose,  were  not  adopted.  A 
clerk  can  turn  out  accurate  w'ork  when  he 
has  only  to  fill  in  specially  prepared  forms 
on  speeially  prepared  books.  Strictly 
speaking,  the  old-fashioned,  cumbersome 
double-entry  system,  with  its  ledger,  day 
book,  journal  and  eash  book,  whieh  con- 
tains a maze  of  bewildering  and  puzzling 
entries,  that  none  but  well  trained  account- 
ants can  successfully  deal  with,  is  already 
being  elbowed  out  by  the  modern  systems, 
under  which  ordinary  clerks  are  employed 
for  the  mere  eollection  of  details,  while 
the  summarizing  of  results  is  left  for  the 
experienced  auditor. 


THE  NEW  YORK  SOCIETY 

At  a meeting  of  the  New  York  State 
Soeiety  of  Certified  Public  Accountants, 
held  at  the  Waldorf  Astoria  Hotel,  New 
York  city,  on  Monday  evening,  June  12, 
1905,  it  was  unanimously  resolved  to 
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make  ap])lication  for  membershii)  on  be- 
half of  the  New  York  Slate  Society  in 
the  American  Association  of  Public  Ac- 
countants under  the  new  constitution  and 
by-laws  adopted  at  the  last  annual  meet- 
ing. 

The  full  quota  of  delegates  was  elected 
as  follows : 

E.  W.  Sells,  ehairman ; Leonard  H. 
Conant,  Duncan  Macinnes,  Thomas  P. 
Ryan,  C.  E.  Lejeune,  Henry  R.  M.  Cook, 
Francis  Howe,  Edward  L.  Sufifern,  Sam- 
uel D.  Patterson,  Wood  S.  Loudoun. 
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TREASURY  STOCK. 

r>v  William  H.  Emrich  of  the  Chicago  Bar. 


The  term  “stock”  as  applied  to  corpora- 
tions ordinarily  means  certificates  of  stock 
which  are  merely  evidences  of  proportions 
of  the  assets  of  the  corporation. 

They  are  not  credits  in  the  sense  of  notes 
or  bills,  nor  are  they  money  or  representa- 
tives thereof. 

The  “capital  stock”  is  the  sum  total  of 
the  property  represented  by  all  of  the  cer- 
tificates. It’s  title  is  in  the  corporate  entit} . 
It  is  managed  and  controlled  by  the  board 
of  directors  only  so  far  as  to  carrying  on 
the  general  purpose  of  the  business,  unless 
special  power  is  expressly  delegated  to  the 
directors  as  a body. 

Certificates  of  stock  are  not  negotiable 
instruments,  the  law  governing  notes  and 
bills  does  not  apply  and  a purchaser  takes 
the  certificates  subject  to  existing  equities. 
Innocent  purchasers  of  stolen  certificates 
are  not  protected,  but  after  a registration 
of  transfer  and  issue  of  new  certificates 
the  transferee  is  protected.  The  gradual 
tendency,  however,  because  of  the  univer- 
sality of  this  mode  of  representing  values 
is  to  apply  the  law  of  negotiable  instru- 
ments. thus  assisting  in  the  ease  and 
celerity  of  conducting  business. 

The  stock  certificate  with  the  charter  or 
articles  of  incorporation  and  the  state 
statutes  constitute  the  contract  of  associa- 
tion between  the  stockholders  personally, 
between  the  stockholders  and  the  corpora- 
tion, and  between  the  stockholder  and  cor- 
poration and  the  creditors. 


The  division  of  stocks  into  classes  desig- 
nated as  “common”  or  “preferred”  is  de- 
termined by  their  priority  in  the  right  to 
share  in  dividends  out  of  the  earnings  of 
the  company ; common  or  deferred  being 
subordinated  to  the  payment  of  dividends 
to  “preferred”  stock.  Debenture  stock”  is 
in  the  nature  of  a “receiver’s  certificate” 
and  is  a mortgage  on  the  earnings. 

Because  of  the  custom  in  the  organiza- 
tion of  large  corporations  of  securing  the 
services  of  financial  houses  or  agents  and 
the  payment  to  them  of  a proportion,  com- 
monly 20  per  cent,  of  the  total  capitaliza- 
tion for  services  rendered  in  floating  the 
corporation  and  known  as  “promotor’s 
stock”  a system  has  grown  up  by  wdiich 
a portion  of  all,  with  the  exception  of  a 
few  shares  as  originally  subscribed  for  un- 
der the  requirements  of  the  various  incor- 
poration laws,  is  returned  to  the  company 
and  held  or  issued  as  “treasury  stock.” 
This  designation  is  used  to  distinguish  it 
from  promotor’s  stock,  and  it  is  more 
readily  sold  because  of  its  use  for  securing 
sufficient  funds  to  carry  out  the  purposes 
of  the  corporation. 

The  usual  custom  in  the  creation  of 
treasury  stock  is  to  issue  the  majority  of 
the  stock  to  the  person  or  persons  organiz- 
ing the  corporation,  who  pay  for  the  stock 
in  turning  over  leases,  franchises  or  other 
licenses  or  patents  or  property  necessary 
to  the  operation  of  the  company,  but  of 
largelv  speculative  or  at  least  uncertain 
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value ; the  party  or  parties  so  receiving  this 
stock  which  it  is  pretended  is  fully  paid  by 
the  assets  turned  over,  then  returns  to  the 
treasury  of  the  company  a portion  or  all  of 
the  stock,  so  received  and  paid  for  by  him, 
to  be  sold  for  the  purpose  of  raising  money 
for  the  purchase  of  machinery,  construc- 
tion work  and  the  payment  of  the  operating 
expenses  until  the  corporation  has  de- 
veloi^ed  an  earning  capacity. 

The  liability  of  the  holder  ’ of  treasury 
stock,  however,  cannot  be  said  to  differ 
from  that  of  any  other  stockholder,  except 
that  treasury  stock  is  commonly  bought 
on  the  assumption  that  it  has  been  paid  for, 
issued  and  returned  to  the  treasury  and 
therefore  the  purchaser  is  an  innocent  pur- 
chaser without  knowledge  as  to  the  amount 
originally  paid,  but  the  courts  do  not  per- 
mit such  escape  from  liability  and  have  es- 
tablished the  doctrine  that  the  purchaser 
of  treasury  stock  must  ascertain  whether 
the  corporation  has  received  the  par  value 
of  the  stock,  otherwise  he  is  liable  to  credi- 
tors whether  he  accepts  the  stock  as  a 
bonus  with  the  purchase  of  bonds  or  pays 
for  it  some  small  portion  of  its  face  value. 

The  law  applying  to  stock  with  reference 
to  the  liability  of  the  stockholder  and  the 
original  subscriber  to  corporate  creditors 
differs  in  different  states.  In  some  states 
where  stock  is  issued  in  exchange  for 
services  or  property  other  than  money,  the 
valuation  placed  by  the  board  of  directors 
upon  the  property  received  by  the  corpora- 
tion is  conclusive ; in  certain  other  states 
where  the  board  of  directors  has  acted  in 
good  faith  and  exercised  reasonable  busi- 
ness discretion,  the  estimate  placed  upon 
the  value  of  the  property  by  the  board  of 
directors  is  accepted.  But  in  other  states, 
including  Illinois,  under  any  condition  of 
circumstances,  the  creditors  of  the  corpora- 
tion may  inquire  into  the  actual  value  of 
the  assets  received  in  payment  for  the 
stock  and  the  stock  will  be  considered  paid 


only  to  the  extent  that  the  property  or 
labor  received  bears  to  the  par  value  of 
the  stock. 

Wherever  corporations  are  organized 
the  liability  of  the  holder  of  certificates  of 
stock,  is  limited  to  the  par  value  of  such 
stock,  and,  when  this  par  value  is  fully 
paid  in  money,  property  or  services  the 
liability  is  entirely  satisfied.  The  only  ex- 
ception to  this  is  certain  banking  and  trust 
corporations  where  the  liability  by  statute 
for  the  benefit  of  creditors  is  twice  the  par 
value  of  the  stock,  that  is,  in  case  of  in- 
solvency, the  holders,  in  addition  to  the 
stock  being  fully  paid,  are  liable  to  the 
creditors  to  the  extent  of  the  face  value 
of  the  stock.  But  a certificate  of  stock  is 
not  necessary  to  make  one  a subscriber  and 
therefore  liable.  All  that  is  necessary  so 
far  as  creditors  are  concerned  is  that  the 
subscriber  shall  have  bound  himself  to  be- 
come a contributor  to  the  fund  which  the 
stock  of  the  corporation  represents. 

The  corporation  may,  however,  as  be- 
tween the  holders  of  certificates  and  itself 
issue  stock  at  less  than  par  value  “as  fully 
paid  and  non-assessable,”  and  when  so 
issued,  the  corporation  is  estopped  to  issue 
any  calls  for  payment  of  balance,  and  can- 
not forfeit  stock  for  non-payment. 

As  to  the  creditors,  however,  this  is  no 
protection  to  the  stockholders.  If  the  cor- 
poration has  not  in  fact  received  the  total 
par  value  of  the  stock,  the  creditors  of  the 
corporation  in  insolvencv  may  enforce  the 
payment  of  the  portion  remaining  unpaid 
and  apply  it  to  the  satisfaction  of  creditors. 

In  the  United  States,  the  courts  of 
equity  have  evolved  the  doctrine  that  the 
capital  stock  and  other  propertv  of  a cor- 
poration constitute  a trust  fund  for  the  pay- 
ment of  corporate  obligations,  and  that  no 
part  of  this  fund  can  be  lawfully  withheld 
or  withdrawn  by  the  stockholders,  if  there 
are  anv  outstanding  corporate  obligations 
to  the  payment  of  which  such  assets  should 
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l)c  a])])lie(l.  licncc,  it'  any  part  of  the  capi- 
tal stock  I'oi-  which  a stockholder  has  suh- 
scrihed  he  unjiaid,  the  amount  of  such  nn- 
l)aid  subscription  remains  in  his  liands  im- 
pressed with  a trust  in  favor  of  corporate 
creditors,  and  if  the  assets  of  the  corpora- 
tion are  insufficient  to  discharge  its  debts 
a court  of  c([uity  may,  at  the  instance  of 
creditors,  subject  the  unpaid  subscription 
to  their  payment,  and  a stockholder  who 
accepts  “bonus  stock,’’  issued  by  a corpora- 
tion without  assets  to  support  it,  is  liable 
to  creditors. 

■ This  liahility  of  stockholders  for  unpaid 
subscriptions  is  founded  upon  the  soundest 
principles  of  ecjuity  and  cannot  be  avoided 
by  the  acciniescence  of  the  corporation  in 
anv  nominal  payment,  or  by  making  an  un- 
true recital  on  the  stock  certificate  that  the 
shares  are  fully  paid. 

The  stock  of  mining  corporation  consti- 
tute in  some  jurisdictions  an  exception  to 
this  principal,  because  of  the  universally 
known  custom  of  such  corporations  to  have 
a very  large  nominal  capital  and  to  issue 
such  capital  to  its  full  amount  as  paid  upj, 
but  to  dispose  of  it  at  what  it  will  bring 
on  the  market. 

The  capital  of  such  corporations  from 
the  nature  of  the  venture  is  of  an  ex- 
tremely fluctuating  and  uncertain  charac- 
ter, and  is  invested  in  property  acquired 
for  the  sole  purpose  of  being  exhausted  and 
distributed  among  shareholders  in  the  form 
of  dividend  and  is  not  kept  as  a permanent 
fund  with  which  to  carry  on  business. 

In  Re  South  Mountain  Consol.  Min.  Co. 
7 Sawy.  (U.  S.)  30:  14  Fed.  Rep.,  347. 

In  England  the  trust  fund  doctrine  does 
not  obtain.  There  aside  from  the  statu- 
tory provisions,  creditors  have,  in  general, 
no  greater  rights  against  subscribers  than 
the  company  itself  has,  and  the  release  of 
subscribers  is  largely  discretionarv  with 
the  board  of  directors. 

In  the  case  of  .Mien  vs.  Wenzel,  133  Ilk, 
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2f)4  (iSqo),  a bill  was  tiled  (o  enforce 
stockholders’  liahility  (jii  an  unsatisfied  ex- 
ecution. 

.Section  S of  the  Illinois  Cor|)oration  /\ct 
provides  "that  each  stockholder  shall  be 
liable  for  tbe  debts  of  the  corporation  to 
the  extent  of  the  unpaid  portion  of  the 
stock  held  by  him.”  And  further,  “no  as- 
signor of  stock  shall  be  released  from  any 
such  indebtedness  by  reason  of  any  assign- 
ment of  a stock,  but  shall  remain  jointly 
liable  therefor  with  the  assignees  until  such 
stock  shall  be  fully  paid,  and  each  assignee 
or  transferee  shall  be  liable  therefor  in  the 
.same  manner  as  the  original  subscriber,” 
and  Section  25  provides  “that  if  any  corpo- 
ration or  its  agents  shall  * * * allow  any 
execution,  after  demand  made  to  be  re- 
turned no  property  found  and  to  remain 
unsatisfied  for  not  less  than  10  days  after 
such  demand,  or  shall  dissolve  or  cease 
doing  business,  having  debts  unpaid,  suits 
in  equitv  may  be  brought  against  all  per- 
sons who  are  stockholders  at  the  time  or 
liable  in  any  way  for  the  debts  of  the  cor- 
poration by  joining  the  corporation  in  such 
suits ; and  each  stockholder  may  be  re- 
quired to  pay  his  pro  rata  share  of  such 
debts  or  liabilities  to  the  extent  of  the  un- 
paid portion  of  his  stock,  after  exhausting 
the  assets  of  such  corporation.” 

In  this  case  the  evidence  showed  that  by 
a peculiar  system  of  bookkeeping  most  of 
the  capital  stock  of  the  corporation  was 
transferred  upon  the  books  of  the  company 
to  the  corporation  itself  and  thereafter 
called  treasury  stock ; that  the  company  and 
its  officers  and  stockholders  acted  upon  the 
supposition  that  by  these  entries  and  trans- 
fers the  company  became  the  legal  holder 
of  that  portion  of  the  stock  of  the  com- 
])any.  That  the  company  subsequently 
transferred  the  stock  as  its  property  to  pur- 
chasers at  less  than  its  par  value.  That 
this  so-called  treasury  stock  was  held  by 
two  defendants  to  the  extent  of  1,000 
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sliarcs  each,  who  paid  the  price  fixed  by  a 
resolution  of  the  board  of  directors,  i.  e., 
$io  per  share  of  $ioo  par  and  the  courts 
found  that  each  was  liable  for  the  unpaid 
balance  of  the  par  value  of  such  shares. 

It  was  contended  that  after  this  transfer 
of  the  capital  stock  to  the  treasury  of  the 
corporation  it  was  held  and  might  be  sold 
as  any  other  property  of  the  company,  and 
that  the  defendants  purchased  their  stock 
in  good  faith,  as  full-paid  stock  and  that 
they  are  not  liable  to  assessment  under  the 
statute  and  that  the  stock  certificates  indi- 
cated on  their  face  that  the  stock  was  fully 
paid. 

The  question  did  not  arise  between  the 
corporation  and  the  stockholder,  but  be- 
tween the  insolvent  corporation  and  its 
creditors,  and  the  court  says : The  capital 

stock  of  a company  is  a trust  fund  that  the 
directors  may  not  give  away  or  misappro- 
priate and  any  device  by  which  members 
of  the  corporation  seek  to  avoid  the  liability 
imposed  by  law  is  void  as  to  creditors 
whether  binding  or  not  as  between  them- 
selves or  between  them  and  the  corpora- 
tion. It  is  not  in  the  power  of  the  stock- 
holder by  private  agreement  of  the  corpora- 
tion to  make  the  shares  of  stock  non-as- 
sessible,  so  as  to  excuse  payment  for  such 
stock  at  its  par  value  as  against  creditors. 
Citing, 

Melvin  vs.  Lamar  Ins.  Co.,  8oth  111.,  446. 

Zirkel  vs.  Joliet  Opera  House  Co.,  79 
in..  334- 

It  is  clear  that  each  of  the  parties  in 
procuring  stock  from  the  corporation  knew 
that  the  corporation  w'as  not  receiving  par 
value  therefor.  The  plan  pursued  in  this 
case  was  but  a device  to  evade  the  law. 
The  amount  paid  by  them  will  in  equity  be 
treated  as  a payment  upon  their  stock  and 
they  will  be  held  liable  for  their  pro  rata 
share  to  the  creditors  of  the  insolvent  cor- 
poration. 

Thev  purchased  stock  and  took  it  of  the 


company  at  from  one-twentieth  to  one-fifth 
of  its  face  value,  thereby  reducing  the  capi- 
tal of  the  company  upon  the  faith  of  which 
the  public  was  authorized  to  deal  with  it. 
The  plan  pursued  was  but  a device  to 
evade  the  law  and  to  defeat  its  useful  and 
wholesome  provisions. 

The  case  of  Coleman  vs.  Howe,  154  Ills., 
458  (1895),  was  a bill  filed  under  Section 
25  to  enforce  stockholders’  liability  against 
holders  of  certificates  who  had  bought 
treasury  stock,  issued  originally  in  the  sum 
of  $300,000  for  property  worth  about 
$75,000,  and  one-half  of  which  stock  was 
subsequently  returned  to  the  company  to 
be  held  by  its  trustee  for  sale  to  purchasers 
as  fully  paid  and  non-assessable.  The  cor- 
poration was  organized  with  a nominal 
capital  placed  at  $300,000,  because  the 
earnings  of  the  co-partnership  prior  to  in- 
corporation were  $18,000  per  annum,  or  6 
percent  on  the  capitalization  adopted.  In 
the  report  as  commissioners  under  license 
to  organize  a corporation  the  stock  was 
subscribed  for  in  toto  by  the  three  partners ; 
neither  paid  any  money  into  the  treasury 
but  subsequently  transferred  to  the  corpor- 
ation, after  one-half  of  the  stock  so 
originally  received  by  them  had  been  as- 
signed to  the  trustee,  the  firm  property 
worth  not  to  exceed  $75,000.  The  corpora- 
tion also  assumed  an  indebtedness  of  the 
old  company  amounting  to  $70,000. 

The  evidence  disclosed  the  following 
procedure.  The  entire  capital  stock  was 
first  issued  to  the  three  original  subscribers 
who  were  the  owners  of  the  firm  property. 

Subsequently  assignments  were  endorsed 
on  the  certificates  for  one-half  of  the  shares 
to  a trustee  for  the  corporation.  These  cer- 
tificates were  then  surrendered  to  the  cor- 
poration and  three  new  certificates  were 
issued  to  the  three  former  partners  for 
stock  of  the  par  value  of  $150,000  and  a 
new  certificate  was  issued  to  the  trustee  for 
the  balance  of  Si 50.000  par  value. 
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This  ccrtilicatc  to  thi.  trustee  was  sul)se- 
(|ucntly  surrendered  and  there  \vas  issued 
1)v  the  eorjroralion  to  three  new  purehasers 
of  stock  tlirec  certificates  of  the  total  ]>ar 
value  of  $45,000  for  which  tlic  coui])auv 
received  iu  cash  $22,500,  or  50  i)ercent  of 
their  face  value  and  a further  certificate 
was  issued  to  the  trustee  for  the  balance  of 
the  par  value  of  $105,000  and  delivered  to 
the  trustee. 

It  was  understood  among  all  stock- 
holders prior  to  the  incorporation  that  the 
stock  should  be  taken  at  50  percent  of  its 
par  value.  On  trial  a decree  was  entered 
under  which  each  of  the  said  purchasers  of 
stock  were  decreed  to  pay  respectively,  on 
account  of  the  unpaid  portion  of  the  stock 
so  held,  his  proportionate  share  of  the 
liabilities  of  the  corporation. 

It  was  contended  on  the  part  of  the 
stockholders  that  they  could  not  be  re- 
garded as  original  stockholders  or  original 
subscribers  to  stock,  but  that  they  had  pur- 
chased it  as  fully  paid-up  stock  from  the 
trustee  and  that  they  were  therefore  bona- 
fide  holders. 

The  Court  says : — “A  purchaser  or  as- 
signee of  stock  which  has  not  been  fully 
paid  does  not  become  liable  to  the  corpora- 
tion creditor,  for  the  unpaid  balance  where 
the  stock  issued  has  been  fully  paid  and 
he  has  acquired  the  same  in  good  faith  and 
without  notice  that  it  has  not  been  fully 
paid.  But  where  a person  purchasing 
stock  issued  as  fully  paid  has  notice  that 
it  has  not  been  fully  paid  his  liability  is 
the  same  as  the  person  transferring  it  to 
him.  The  doctrine  that  the  capital  stock 
is  a trust  fund  applies  not  only  to  original 
subscribers  but  to  purchasers  and  assignees 
with  notice.  The  transaction  bv  Iwhich 
certain  parties  received  stock  of  the  face 
value  of  twice  the  amount  actually  paid 
amounts  to  nothing  more  than  an  agree- 
ment between  them  and  the  corporation 
that  the  remaining  50  per  cent  should  not 
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he  called  lor.  Sm-h  an  agreement  cannot 
he  sustained  as  against  creditors.  The  issue 
of  paid-up  shares  at  less  than  their  par 
value  is  a fraud  on  creditors  and  the  find- 
ings of  the  lower  court  must  he  sustained.” 

In  the  efforts  of  the  courts  to  establish 
a principle  giving  some  protection  to  cor- 
])orate  creditors  it  was  necessary  to  modify 
some  of  the  statements  contained  in 
earlier  decisions.  In  a late  case  where  re- 
lief was  denied  to  the  corporate  creditors  on 
the  broad  statement  of  the  law  made  in 
Coleman  vs.  Howe  (Supra),  that  a bona  fide 
])urchaser  for  value  and  without  notice 
could  not  be  held  liable  to  the  corporation 
or  its  creditors,  the  Supreme  Court  re- 
versed the  decisions  of  the  Superior  and 
Appellate  courts  and  enforced  the  liability 
of  the  stockholders. 

In  this  case,  Garden  City  Sand  Company 
vs.  American  Refuse  Crematory  Company, 
205  111.,  42  (1903),  the  appellee  company 
was  incorporated  for  $1,000,000  divided 
into  10,000  shares  of  $100  each  for  the  pur- 
pose of  operating  and  dealing  in  crema- 
torv  furnaces.  One  Walker  and  one  Bates 
subscribed  each  for  one  share  and  one 
Rutan,  the  owner  of  the  patents,  sub- 
scribed for  the  remainder  of  the  stock  of 
the  par  value  of  $999,800,  for  which  he 
paid  by  the  assignment  to  the  corporation 
of  certain  letters  patent  issued  by  the 
United  States  Government  for  an  invention 
in  garbage  crematories. 

The  stock  was  issued  as  fully  paid  and 
non-assessahle.  Subsequently  the  corpora- 
tion became  indebted  to  the  appellant  and 
on  an  execution  unsatisfied  a bill  was  filed 
under  the  statute  to  enforce  stockholders’ 
liabilitv.  The  master  found  that  the 
patents  did  not  exceed  in  value  $50,500 ; 
there  was  no  proof  that  any  of  the  subse- 
quent stockholders  knew  of  the  actual  con- 
sideration paid  to  Rutan  or  that  there  had 
been  a fraudulent  overvaluation  or  that  the 
patent  was  not  worth  the  par  value  of  the 
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stock  exchanged  for  it.  The  records  of  tlie 
corporation  showed  some  ])roceedings  for 
raising  money  witli  reference  to  treasury 
stock  hut  tlie  stul)l)s  in  the  stock-I)ook 
showed  that  the  stock  of  the  stockliolders, 
about  ten  in  number  otlicr  than  the  original 
snliscribers.  was  assigned  from  Rutan. 

The  court  says : "'I'lie  stock  was  issued 

as  fully  ])aid  and  non-assessable,  but  that 
fact  furnishes  to  appellees  no  exemption 
from  liability.  Undoubtedly  stock  may  be 
issued  in  i)ayment  of  the  ])urchase  price  of 
property  .sold  to  a com])any ; in  such  a case 
the  cori)oration  may  agree  with  the  stock- 
holder as  to  the  value  of  the  ])ro])ertv  but 
the  transaction  must  constitute  a valid  con- 
tract of  bargain  and  s^ile  in  good  faith  in 
the  exercise  of  fair  and  honest  judgment. 
The  stockholder  is  not  to  be  charged  witn 
the  liability  to  the  creditor  of  the  corpora- 
tion if  he  acts  in  good  faith  and  there  are 
no  circumstances  to  put  him  on  inquiry. 


In  this  case  the  corporation  had  a capital 
of  $1,000,000;  stock  for  all  of  which  except 
two  shares  was  issued  to  Rutan.  It  is  not 
conceivable  that  a person  of  ordinary  intel- 
ligence and  prudence  bu}'ing  shares  of 
stock  in  such  a corporation  would  not  be- 
come advised  as  to  what  jiropcrtv  the  com- 
pany had.  In  fact,  some  of  the  appellee 
stockholders  made  advances  of  money  to 
meet  ex]>enses.  It  is  clear  that  the  appel- 
lees knew  that  the  corporation  had  no 
money  and  no  jiropertv  aside  from  the 
jiatent,  and  it  would  not  be  creditable  to 
them  to  say  that  the\’  believed  the  patent 
to  be  worth  $999,800.’' 

In  conclusion  it  may  be  said  that  the 
gradual  tendencx  of  the  courts  especially 
in  this  state  has  been  to  protect  creditors 
in  their  dealing  with  corjiorations  and  to 
compel  stockholders  to  satisfy  the  obliga- 
tions incurred  by  the  corporations  with 
whose  affairs  thev  should  be  familiar. 


St.  Louis,  July  29,  1905. 
The  Auditor,  Chicago. 

Gentlemen  : — Herewith  I beg  to  hand  you 
solution  of  problem  submitted  in  your  June 
issue  by  a member  of  the  C.  P.  A.  Society, 
viz. : 


Present  worth 
or  pur- 
chase price. 

4 months 

.$  22,741.18 

34/^50. 

10  “ 

. 33.025-17 

AT  1 75. 

16  “ ... 

21,432.18 

31.950. 

22  “ 

28.638.12 

AT  1 75. 

28  “ 

. 20,109.94 

29,250, 

34  “ 

• H.  540. 79 

AT  175. 

40  " 

18,774.61 

26.550. 

4f>  “ 

. 20,738.01 

Total 

Yours  respectfully. 

.$190,000.00 

T II EODORE  P>OTH  M .\ .X  X . 

.Auditor  Alercantile  Trust  Company. 
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liV  SEYMOUR  WALTON,  C.  P.  A.,  CHICAGO. 


As  Strong  as  the  force  of  gravitation  in 
the  physical  universe  is  the  force  of  hal)it 
in  the  moral  and  mental  world.  "Men  are 
constantly  running  into  grooves  or  ruts 
in  all  their  activities,  whether  social,  re- 
ligions or  business.  This  is  especially  true 
of  their  business  lives,  and  arises  partly 
from  insufficient  time,  partly  from  dis- 
inclination to  exert  themselves  and 
very  often  from  lack  of  knowdedge  of 
anything  more  desirable.  While  these  facts 
are  true  of  persons  engaged  in  any  busi- 
ness, they  are  especially  so  in  the  banking 
profession.  The  work  of  one  day  is  so 
much  like  that  of  another  that  the  tendency 
to  fall  into  routine  habits  is  almost  irre- 
sistible, and  there  seems  little  or  no  oppor- 
tunity for  originality.  Yet  there  are  few 
places  where  originality  is  more  needed 
and  where  a proper  use  of  brains  is  more 
yaluable  than  behind  the  counter  of  a bank. 
The  great  difficulty  in  most  banks,  espe- 
cially in  the  large  cities,  is  that  the  banker 
is  so  constantly  occupied  that  he  has  no 
time  to  develop  any  ideas  if  he  has  the 
foundation  for  them.  He  is  too  busy  to 
study  the  details  of  the  bank’s  business 
in  such  a w'ay  as  to  discover  the  evidences 
of  irregularities,  even  when  they  would 
seem  to  have  been  very  apparent,  judged 
in  the  light  of  after  events,  or  to  make 
the  proper  deductions  in  regard  to  the  real 
condition  of  its  customers,  even  if  he 
knows  that  a careful  scrutiny  of  their  ac- 
counts will  often  reveal  verv  interesting 
facts.  For  instance,  he  does  not  take  the 
trouble  to  ascertain  the  relations  betw^een 
a customer’s  total  yearly  sales  and  the 
amount  of  his  bank  movement  during  the 
same  time.  Yet  there  is  no  more  valuable 


information  in  regard  to  a borrowing  cus- 
tomer than  the  fact,  if  it  exists,  that  his 
total  deposits,  excluding  his  single  name 
paper,  are  considerably  in  excess  of  his 
total  sales.  The  excess  is  suspicious,  to 
say  the  least,  as  it  must  consist  of  items 
that  are  of  a kiting  nature,  or  otherwise 
illegitimate.  It  is  far  easier  for  the  credit 
man  of  the  bank  to  make  a few  prelimi- 
nary investigations,  accept  the  customer’s 
owm  statement  of  his  net  w'orth,  grant  him 
a line  of  credit  and  then  drop  quietly  and 
easily  into  a rut  and  stay  there  until  he 
is  rudely  jostled  out  of  it  by  a bankruptcy 
notice. 

In  the  same  w'ay,  the  officers  of  a bank 
acquire  the  habit  of  implicitly  trusting 
their  clerks  and  their  fellow  officers.  Each 
one  of  them,  w’orking  in  his  owm  particular 
groove,  soon  becomes  satisfied  if  his  own 
department  is  correctly  handled  and  pays 
no  attention  to  anyone  else,  except  when 
his  groove  happens  to  meet  or  cross  that 
of  another.  As  long"  as  everything  is 
properly  adjusted  to  meet  the  requirements 
of  his  own  particular  balance,  he  pays 
little  attention  to  how  the  adjustment  is 
effected.  In  the  nature  of  things,  he  can- 
not be  expected  to  concern  himself  wdth 
anything  outside  of  his  owm  department 
and  certainly  is  not  called  upon  to  in- 
vestigate the  intricacies  of  his  neighbor’s 
special  province.  But  it  is  this  verv  habit 
of  confining  each  man  to  his  own  peculiar 
rut  that  offers  the  opportunity  for  the  mis- 
application of  funds,  when  temptation  as- 
sails a man  too  weak  to  resist  it.  Some 
banks  attempt  to  obviate  this  difficulty  by 
a constant  exchange  of  duties  on  the  part 
of  their  working  force.  This  plan  unques- 
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tionably  takes  the  men  out  of  their  grooves 
'and  is  an  absolute  preventive  of  trouble, 
but  it  is  open  to  the  objection  that  cus- 
tomers do  not  like  to  deal  with  different 
persons  when  they  have  become  accus- 
tomed to  having  their  affairs  satisfactorily 
looked  after  by  those  who  know  and  re- 
spect their  various  peculiarities.  Other 
institutions  have  a general  clerk  or  audi- 
tor, whose  duty  it  is  to  check  up  each  de- 
])artment.  but  the  auditor  himself  is  liable 
to  get  into  a groove  and  to  perform  his 
duties  in  a perfunctory  manner.  He  is 
also  subject  to  limitations  when  the  ir- 
regularity that  he  may  detect  is  the  work 
of  an  officer  of  the  bank,  whom  lie  does  not 
dare  to  criticize  unless  the  fault  has  already 
almounted  to  criminality.  The  only  other 
protection  now  employed  by  the  majority 
of  banks  is  afforded  by  the  infrequent 
visits  of  the  official  examiner,  whose  time 
is  too  limited  and  whose  examination  is 
too  superficial  to  detect  any  but  the  most 
glaring  irregularities.  As  long  as  the  re- 
quirements of  the  banking  law  as  to  re- 
serves, the  ten  per  cent  limitation  on  loans 
and  other  specific  legal  demands  are  sat- 
isfactorily met,  his  duty  is  fulfilled.  Any 
ordinarily  well-covered  irregularity  is  sure 
to  escape  his  attention,  and  he  should  not 
be  blamed  if  it  does.  It  is  the  duty  of  the 
directors  to  see  that  the  officers  are  prop- 
erly discharging  the  functions  of  their 
respective  positions  and  of  the  officers 
to  properly  supervise  the  work  of  the  eni- 
ploves.  It  would  be  difficult  to  find  a 
case  in  banking  history  where  a defalca- 
tion would  not  have  been  prevented  if  all 
the  officers  had  been  properly  alert  in  their 
attention  to  facts  whose  significance  be- 
came apparent  after  the  discovery  of  the 
shortage,  but  which  had  been  overlooked 
in  the  hurrv  of  daily  work  or  ignored  be- 
cause the  surface  routine  had  not  been 
disturbed  by  the  malign  forces  at  work 
underneath. 


It  is  hardly  fair  to  blame  very  seriously 
the  bank  officers  for  their  neglect  to  cover 
all  the  points  at  which  an  attack  may  be 
made  on  the  defenses  of  the  bank  against 
manipulation  of  the  accounts.  They  have, 
usually  enough  to  do  to  protect  themselves  I 
from  assault  by  outside  enemies,  the  danr  j 
ger  from  which  is  more  apparent  and  also 
more  frequent  than  that  from  traitors  in-  i 
side  their  own  walls.  Con.stant  intercourse 
with  their  daily  associates  makes  the  idea 
of  any  treachery  on  their  part  almost  an 
unthinkable  proposition.  The  universal 
exclamation  when  the  wrong  is  discovered 
is : “I  would  as  soon  have  thought  of 

suspecting  myself.”  It  is  natural  that 
this  condition  should  exist,  and  it  would 
be  a very  unfortunate  thing  if  this  mu- 
tual confidence  and  esteem  were  broken 
up  and  each  man  in  a bank  were  to  be 
an  Ishmael  with  “his  hand  against  every 
man,  and  every  man’s  hand  against  him.” 
Each  would  feel  that  his  neighbor  was  a 
spy,  and  every  little  suspicious  circum- 
stance would  be  exaggerated  into  a crime. 

Yet  betw'een  this  impossible  condition  and 
the  indifference  which  results  from  the  in- 
ertia of  routine  habit,  there  seems  no 
middle  course  possible  to  those  inside  the 
w'alls  of  the  bank. 

We  are  then  forced  to  the  conclusion  1 
that  if  any  remedy  is  to  be  found  it  must 
be  looked  for  outside  of  the  bank  itself.  J 
The  present  Comptroller  of  the  Currency  j 
has  already  suggested  this  in  his  able  ad-  j 
dress  to  the  Illinois  Bankers  last  October  j 
in  which  he  said : “In  addition  to  such 

exhibitions  as  are  made  at  regular  meet-  j 
ings,  the  directors  should  have  frequent  I 

thorough  examinations  by  comimittees  of  1 

the  board,  or  experts  employed  for  the  I 
purpose.  These  should  be  made  inde-  ■ 
])endently  of  the  active  officers  of  the  bank. 
Everv  clerk  and  every  officer  of  the  bank  M 
should  be  examined  and  checked  up  as  9 
thoroughlv  as  possible,  and  required  to  W 
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sliow  the  examining:  committee  or  auditor 
just  liow  the  matters  iu  his  chari2;e  stand. 
No  man  who  is  in  a position  of  trust  has 
any  right  to  resent  such  an  examination, 
and  one  who  lias  a proper  api)recialion  of 
the  relations  he  bears  to  those  who  have 
reposed  trust  and  confidence  in  him  will 
welcome  such  an  opportunity  to  show  that 
he  has  been  faithful  and  efficient.” 

^\■ith  such  high  authority  in  favor  of 
the  outside  auditor,  no  argument  should 
be  needed  to  demonstrate  his  value.  A 
word  may  be  said  about  the  auditing  com- 
mittee of  the  board  of  directors.  In  con- 
nection with  the  value  of  the  contents  of 
the  portfolio  their  advice  is  probably  the 
best  obtainable.  They  are  in  a position 
to  know  the  financial  condition  of  their 
borrowing  customers  as  well  as  it  can 
be  ascertained  in  any  way,  except  by  re- 
quiring periodical  statements  made  by  an 
outside  trained  accountant.  But  when  it 
comes  to  the  intricacies  of  the  accounts, 
it  is  a rare  thing  to  find  on  the  board  of 
any  bank  a director  who  is  qualified  by 
experience  to  understand  them  sufficiently 
to  detect  any  but  the  most  glaring  irreg- 
ularities. 

The  ordinary  board  of  directors  is  com- 
posed of  busy  men  who  have  time  to  give 
only  the  most  cur,sory  attention  to  the 
affairs  of  the  bank.  The  officers  and 
clerks  have  grown  up  perhaps  from  boy- 
hood under  their  eyes,  and  for  many  long 
years  have  faithfullv  executed  the  trusts 
confided  to  them.  It  is  no  wonder  that 
the  directors  learn  to  rely  upon  them  im- 
plicitly, even  to  the  extent  of  refusing  to 
appoint  an  examining  committee  when  re- 
quested to  do  so  by  some  officer  who  de- 
sires to  force  them  into  taking  their  just 
share  in  the  responsibility  of  the  active 
management. 

\\dth  the  directors  deep  in  the  rut  of 
absolute  confidence  in  the  officers  and 
the  officers  equally  deep  in  their  rut  of 


perfect  reliance  on  the  clerks,  it  is  easy 
for  a designing  man  to  find  an  opportunity 
to  take  advantage  of  the  situation,  know- 
ing that  he  will  be  secure  as  long  as  he 
does  not  allow  any  of  his  o])erations  to 
encroach  on  any  one’s  else  jiarticular  rut. 

In  such  a condition  of  affairs,  not  by 
any  means  an  uncommon  condition,  as 
every  banker  knows,  there  would  seem  to 
be  no  possibility  of  protecting  the  bank 
from  the  unlooked-for  traitor  by  any 
means  now  in  common  use.  The  profes- 
sion which  I represent  asks  you  to  con- 
sider the  claim  of  the  certified  public  ac- 
countant to  be  the  best  person  to  offer 
])rotection  to  the  bank,  as  he  has  for  years 
successfully  given  it  to  the  merchant  and 
manufacturer. 

It  is  only  within  the  last  few  years  that 
the  profession  of  the  public  accountant  has 
been  brought  into  prominence,  and  it  is 
still  not  as  well  understood  as  it  should 
be  by  those  to  whom  his  services  are  of 
value.  He  is  a man  whose  training  is  en- 
tirely along  the  lines  of  the  scientific  in- 
vestigation of  accounts,  which  is  a very 
different  thing  from  the  mere  verification 
of  their  mechanical  accuracy.  A number 
of  the  states  have  recognized  the  new 
profession  by  passing  laws  allowing  the 
title  of  Certified  Public  Accountant  to  be 
borne  only  by  those  who  are  able,  by  long 
experience  or  by  passing  a severe  examina- 
tion, to  demonstrate  their  fitness  for  the’ 
work  required  of  them.  As  their  clients 
are  found  in  all  lines  of  business,  they 
are  constantly  brought  into  touch  with 
an  infinite  variety  of  accounts,  and  are 
therefore  in  little  danger  of  falling  into 
ruts  or  grooves,  and,  being  independent 
of  any  special  influence,  thev  are  not  liable 
to  favor  even  the  higher  officers  if  there 
is  anything  that  needs  criticism  or  reform. 

Their  training  teaches  them  to  simplify 
accounts  as  far  as  possible  and  at  the  same 
time  to  make  all  the  departments  of  an 
office  fit  into  each  other  so  as  to  make  a 
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harmonious  wliole,  each  part  so  closely 
related  to  every  other  that  an  irregularity 
in  one  place  will  throw  the  machinery  in 
another  out  of  gear.  They  may  be  said 
to  ])ut  interlocking  switches  at  the  points 
where  one  groove  crosses  another,  which 
will  to  a certain  extent  automatically  pre- 
vent trouble  in  either. 

It  is  difficult  to  formulate  a universal 
system  applicable  to  all  offices,  even  in  the 
same  line  of  business,  and  while  banking 
accounts  are  as  simple  as  any,  no  one  in- 
stitution is  so  precisely  like  another  that 
it  would  be  safe  to  say  that  the  same 
methods  would  exactly  fit  all  cases.  Each 
individual  bank  must  be  studied  to  as- 
certain just  what  its  particular  needs  are, 
and  how  best  to  meet  them.  And  where 
loose  and  slipshod  habits  have  been  broken 
up,  there  must  be  constant  vigilance  to 
prevent  their  return,  or  the  adoption  of 
equally  dangerous  new  ones.  The  con- 
tention of  the  public  accountants  is  that 
the  most  effective  vigilance  can  be  exer- 
cised by  those  who  are  fitted  by  their 
whole  training  to  discover  and  remedy 
flaws  in  method  and  who  approach  the 
task  of  a periodic  audit  with  minds  free 
from  prejudice  or  bias,  and  with  suffi- 
cient time  at  their  disposal  to  give  the 
subject  the  attention  it  deserves. 

The  saying  that  each  man  thinks  all  men 
mortal  but  himself  can  be  paralleled  by 
the  virtual  certainty  that  each  banker  has 
that  his  particular  office  contains  none  but 
men  of  the  most  sterling  integrity.  Each 
one  thinks  that  auditing  precautions  are 
excellent  for  every  bank  but  his  own,  but 
is  so  sure  of  his  owm  assoicates  that  he 
does  not  need  anything  of  the  kind  him- 
self. To  the  credit  of  human  nature  it 
may  be  said  that  he  is  usually  right.  The 
vast  majority  of  men  are  honest.  If  it 
were  not  so.  the  record  of  financial  de- 
linquencies would  be  far  longer  than  it 
is,  for  there  is  no  question  but  that  the 
opportunities  for  wrongdoing  are  almost 


limitless.  The  honest  man,  however,  does 
not  object  to  a proper  supervision  of  his 
work,  and  should  welcome  it  as  a pre- 
caution against  the  weakness  of  his  own 
human  nature.  For  nearly  everv  case  of 
shortage  is  accurately  described  by  the 
])hrase — “a  good  man  gone  wrong.”  It 
is  very  seldom  a case  of  deliberate  dis- 
honesty. The  man  is  usually  a really 
good  man  in  his  intentions  and  his 
natural  tendencies,  but  he  is  weak 
and  unable  to  stand  the  temptation  that 
ccmies  in  subtle  guise  when  he  thinks  he 
sees  an  absolutely  sure  way  to  make  con- 
siderable sums  if  he  only  had  sufficient 
capital  to  start  with.  He  is  so  sure  of  his 
calculations  that  he  feels  justified  in  tem- 
])orarily  using  the  funds  of  others,  ex- 
pecting to  return  them  in  a short  time, 
after  having  caused  them  to  earn  a fortune 
of  more  or  less  magnitude  for  himself. 
It  can  never  be  known  how  many  men 
have  been  successful  in  these  calculations 
and  have  since  returned  to  the  straight 
and  narrow  path.  We  hear  only  of  the 
failures,  and  not  all  of  them,  for  a very 
considerable  proportion  are  hushed  up  for 
fear  of  the  disastrous  effects  on  the  credit 
of  the  bank. 

As  a means  of  justifying  the  confidence 
of  the  general  public  in  the  correct  man- 
agement of  the  bank,  it  would  be  a great 
advantage  to  have  it  known  that  it  has 
adopted  the  precaution  of  having  a thor- 
ough examination  made  by  an  unprejudiced 
and  competent  accountant.  If  his  certifi- 
cate, worded  in  general  terms,  were  ex- 
hibited in  the  public  banking  room  and 
with  it  there  appeared  another  certificate 
signed  by  a committee  of  the  directors, 
or.  better  still,  by  a committee  of  stock- 
holders, not  officially  connected  with  the 
bank,  that  they  had  examined  the  dis- 
counted paper  on  hand  and  considered  it 
good,  the  confidence  engendered  by  the 
willingness  to  submit  to  this  test  would 
probably  far  more  than  pay  for  the  ex- 
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pensc  of  the  examination  by  the  additional 
business  it  would  bring  to  the  bank.  This 
plan  would  also  have  a good  effect  on  the 
directors  themselves,  who  might  be  pre- 
vented from  making  some  questionable 
loan  for  fear  it  would  not  pass  the  scru- 
tiny of  the  committee,  and  would  certainly 
have  a deterrent  effect  on  the  conduct  of 
those  bank  officials  whose  directors  allow 


them  to  have  full  control  of  the  manage- 
ment of  the  bank. 

The  professional  accountants  of  the 
country  commend  the  subject  to  the  care- 
ful attention  of  the  banks,  confident  that 
a proper  study  of  the  situation  will  de- 
velop plans  that  will  render  less  frequent 
the  distressing  occurrences  that  have  re- 
cently shocked  the  financial  world. 
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A very  significant  sign  of  the  times  is 
the  frequent  mention  in  trade  journals  of 
the  advantage  of  employing  certified  public 
accountants.  We  have  called  attention  re- 
cently in  these  columns  to  articles  appear- 
ing in  the  banking  organs  showing  an  un- 
usual interest  in  this  subject.  In  the  last 
number  of  the  Street  Railway  Review  we 
note  an  editorial  on  the  “Value  of  Verified 
I’ublicity,”  which  takes  the  ground  that 
the  proper  way  to  defeat  municipal  owner- 
ship is  to  give  the  exact  facts  in  regard  to 
street  railway  problems,  and  that  the  facts 
must  be  furnished  by  some  one  in  whom 
the  public  has  implicit  confidence  and  not 
by  the  officers  of  the  roads  themselves.  The 
article  concludes  with  the  sentence,  “Here 
is  the  field  for  the  public  accountant,  whose 
profession  it  is  to  furnish  that  valuable 
commodity  which  may  be  called  verified 
publicity.” 

It  seems  to  us  worth  while  for  the  ac- 
countants to  pay  particular  attention  to  this 
very  large  and  promising  field  for  the  exer- 
cise of  their  talents. 


l\lr.  V'illiam  II.  Emrich,  whose  interest- 
ing paper  on  Treasury  Stock  will  be  found 


in  another  column,  is  especally  well  fitted 
to  speak  on  the  subject,  not  only  on  ac- 
count of  his  standing  at  the  bar,  but  be- 
cause he  has  had  occasion  to  give  partic- 
ular attention  to  the  questions  involved,  in 
connection  with  the  Spectatorium  case,  in 
the  prosecution  of  which  he  took  a promi- 
nent part. 


Accountants  frequently  hear  some  very 
strange  arguments  against  the  value  of 
their  services.  Not  long  ago,  a piano  man 
said  that  the  numerals  now  in  use  were 
the  same  that  had  been  employed  for  two 
thousand  years,  that  accounts  were  but 
combinations  of  these  numerals  and  that  as 
there  had  been  no  improvement  in  the  nu- 
merals there  could  be  none  in  the  combina- 
tions made  of  them,  therefore  the  office 
system  that  had  sufficed  himself  and  his 
father  for  thirty  years  was  incapable  of 
improvement. 

It  would  be  a waste  of  time  to  tell  such 
a man  that  the  musical  scale  was  the  same 
to-day  that  it  was  when  Nero  fiddled  while 
Rome  was  burning,  that  the  same  wire 
would  give  out  the  same  note  under  the 
same  conditions,  therefore  that  the  grand 
piano  of  to-day  was  no  improvement  on 
Apollo’s  lyre.  Before  ignorance  so  dense, 
we  can  simply  stand  in  wonder,  and  rub 
our  eyes  to  make  sure  that  we  are  in  pro- 
gressive Chicago  and  not  in  mediaeval 
.Spain. 


A well-known  business  man  recentlv 
said : “That  the  improvement  of  existing 

methods  and  the  introduction  of  new  sys- 
tems is  work  for  which  the  professional 
accountant  has  fitted  himself,  and  he  is 
rapidly  assuming  the  relation  to  office  work 
that  the  architect  bears  to  the  erection  of 
buildings.  The  ideal  way  of  handling  busi- 
ness records,  so  as  to  get  the  most  satis- 
factory results,  would  be  to  have  the  ac- 
countant provide  for  each  particular  busi- 
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ness,  diagrains  ami  written  instructions  to 
corres])ond  witli  the  plans  and  specilications 
furnished  by  the  architect.” 

This  is  all  very  well  as  far  as  it  goes,  but 
we  beg  to  differ  with  him  when  he  goes 
on  to  say  that  the  office  could  then  insti- 
tute the  system  by  following  tbe  instruc- 
tions. Tt  is  doubtful  whether  any  instruc- 
tions could  be  written  so  fully  and  so 
plainly  that  there  would  be  no  need  of 
the  personal  supervision  of  the  trained  ac- 
countant to  see  that  they  were  properly 
carried  out.  The  office  would  be  apt  to 
make  a mistake  similar  to  one  made  by  an 
officer  of  the  United  States  Army  many 
years  ago,  in  carrying  out  an  architect’s 
specifications. 

In  building  a new  post  on  the  Pacific 
coast,  before  any  competent  carpenters  had 
settled  there,  the  government  found  it 
necessary  to  have  the  officers’  houses  made 


in  the  East  and  and  shipped  “knocked 
down”  to  the  post.  To  prevent  any  possi- 
ble chance  of  mistake  every  piece  was  num- 
bered and  explicit  directions  for  putting 
them  together  accompanied  them.  The 
officer  in  charge  of  construction  was  very 
])articular  to  see  that  each  piece  was 
])roperly  laid  next  to  the  one  with  the 
corresponding  number,  and  the  houses 
went  up  with  the  greatest  ease.  Not  until 
they  were  all  entirely  finished  was  it  dis- 
covered that  they  were  upside  down,  the 
parlor,  diningroom  and  kitchen  being  on 
the  second  floor  and  all  the  bedrooms  on 
the  first,  and  in  this  shape  they  remain  to 
this  day. 

Every  accountant  knows  that  if  the  or- 
dinarv  bookkeeper  is  left  to  his  own  de- 
vices to  install  the  most  carefully  devised 
svstem,  the  office  is  liable  to  find  itself  in 
an  equally  topsyturvy  condition. 
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BUSINESS  EDUCATION. 


AN  ADDRESS  DELIVERED  AT  THE  FIFTH  ANNUAL  BANQUET  OF  THE  PENNSYLVANIA 
INSTITUTE  OF  CERTIFIED  PUBLIC  ACCOUNTANTS,  IN  PHILA- 
DELPHIA, APRIL.  28.  1903. 


BY  ED\V.\RD  S.  MEADE^  BIT.  D.,  SECRETARY  OF  THE  EVENING  SCHOOL  OF  ACCOUNTS  AND 
FINANCE,  UNIVERSITY  OF  PENNSYLVANIA. 


Of  all  the  problems  now  pressing  for 
solution  by  American  high  schools  and  uni- 
versities, the  one  most  interesting  to  the 
community  at  large  is  the  problem  of  busi- 
ness education.  The  necessity  for  ele- 
mentar\-  instruction  in  bookkeeping,  office 
methods,  commercial  arithmetic,  stenog- 
raphy and  typewriting,  as  a preparation  for 
any  minor  employment,  has  long  been 
recognized  in  the  business  world ; a fact 
attested  by  the  extraordinary  prosperity  en- 
joyed for  many  years  by  that  unique  and 
most  valuable  institution,  the  business  col- 
lege. iMore  recently  the  same  work  has 
been  taken  up  by  the  high  schools,  and  now 
there  are  few  city  high  schools  without 
commercial  departments.  The  Young  Men’s 
Christian  Association  has  taken  up  the 
same  movement  in  evening  classes,  which 
have  been  largely  attended,  and,  more  re- 
cently, correspondence  instruction  has 
seized  upon  this  promising  field,  and  we 
have  correspondence  schools  of  advertis- 
ing, salesmanship,  bookkeeping  and  busi- 
ness practice.  All  the  courses  mentioned 
deal  with  what  may  be  called  the  technique 
of  business,  the  mechanical  dexterity  and 
the  training  in  office  routine  which  every 
employe  must  learn,  and  which,  it  is  now 
universally  recognized,  can  be  taught  to 
better  advantage  in  the  school  than  in  the 
office.  The  methods  of  this  instruction  are 
well  established  and  the  results  obtained 
are  satisfactory. 


But  while  the  training  of  the  subordinate 
in  the  school  has  been  successful,  the  train- 
ing of  the  superior  in  the  university  is  still 
in  the  formative  stage.  The  necessity  for 
higher  business  education  is  conceded. 
During  the  past  two  years,  out  of  perhaps 
fifty  men  of  affairs  with  whom  I have 
been  privileged  to  discuss  the  subject,  only 
a few — not  more  than  two  or  three — have 
hesitated  to  admit  the  necessity  of  ad- 
vanced instruction  in  business  subjects. 
Business  men  have  gone  further  than  this. 
They  have  actively  interested  themselves 
in  furthering  the  cause  of  business  educa- 
tion. The  most  conspicuous  example  of 
these  efforts  is  the  American  Institute  of 
Bank  Clerks,  promoted  and  steadily  sup- 
ported by  the  leading  bankers  of  the  coun- 
try, and  now  numbering  several  thousand 
members.  The  insurance  companies  have 
also  entered  the  same  field.  The  various 
associations  of  business  men  are  emphasiz- 
ing more  and  more  the  educational  aspect 
of  their  activity,  and  in  their  papers  and 
discussions  treat  of  the  involved  and  diffi- 
cult problems  which  every  business  pre- 
sents. The  widespread  interest  in  higher 
business  education  has  forced  its  most  defi- 
nite expression  in  the  larger  universities. 
The  universities  of  Pennsylvania,  Michi- 
gan, Wisconsin,  Illinois,  California  and 
Chicago,  Leland  Stanford  University,  New 
York  University  and  Dartmouth  College 
have  established  departments  or  schools  of 
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business,  described  in  their  catalogues  un- 
der tlie  titles  “Schools  of  Commerce  and 
Finance,”  terms  less  vulgarly  suggestive 
of  the  everyday  world.  The  arrangement 
and  content  of  the  work  offered  by  these 
institutions  are  generally  similar.  It  is 
based  upon  the  accepted  proposition  that 
certain  knowledge  and  certain  mental  train- 
ing are  demanded  'for  success  in  business, 
and  that  while  this  knowledge  and  training 
can  be  derived  along  narrow  lines  from  the 
discipline  of  business  experience,  the  effi- 
ciency of  the  business  man  will  be  enor- 
mously increased  if,  like  the  engineer,  the 
architect  and  the  lawyer,  his  experience 
can  be  preceded  or  accompanied  by  a 
course  of  study  directed  toward  the  scien- 
tific aspects  of  his  practical  interest. 

The  content  of  this  necessary  business 
training  in  the  university  has  been  appre- 
hensively developed.  It  involves  the  study 
of  geography ; of  the  raw  materials  of  in- 
dustry, with  the  source  of  their  supply  and 
the  methods  of  their  production ; of  the 
institutions  and  agencies  of  finance,  indus- 
try and  trade ; of  the  methods  employed  in 
the  organization  and  management  of  the 
bank,  the  factory  and  the  store ; of  the 
principles  which  underlie  the  financing  of 
a business,  the  granting  of  credit,  the  sale 
of  goods,  the  education  of  the  consumer 
by  means  of  advertising ; of  the  principles 
of  bookkeeping,  the  interpretation  of  the 
accounts  of  partnerships  and  corporations ; 
the  methods  of  cost-keeping ; the  relation 
of  the  business  man  to  the  transportation 
company ; the  principles  of  commercial 
law ; of  real  estate  values  and  manage- 
ment, and  of  insurance.  Courses  dealing 
with  some  or  all  of  these  subjects  have 
been  developed  in  leading  Ameriean  uni- 
versities, and  their  popularity  and  value 
are  attested  by  the  large  number  of  stu- 
dents who  elect  to  pursue  them. 

The  attitude  of  the  business  world  to- 
ward university  education  for  business  is 
decidedly  hesitating.  While  admitting  the 


necessity  of  business  education,  the  aver- 
age business  man  is  prone  to  question  the 
ability  of  the  university  to  impart  this  in- 
struction. His  objections  rest  upon  two 
grounds : First  he  questions  the  ability  of 

men  not  engaged  in  business  to  teach  busi- 
ness, and,  second,  when  he  contrasts  the 
schools  cf  business  with  the  schools  of  law, 
medicine  and  engineering  he  is  immediately 
struck  by  the  fact  that,  whereas,  in  the 
professional  schools  the  materials  of  the 
science  and  of  the  art  can  be  brought 
together  in  the  laboratory  and  in  the  li- 
brary, in  the  business  schools  the  materials 
for  the  study  of  business  lie  in  the  outside 
world  and  cannot  apparently  be  assembled 
in  a form  for  the  student’s  use.  These  ob- 
jections are  forcible  and  fundamental.  Un- 
less they  can  be  answered  and  unless  their 
answer  can  be  written  in  the  teaching  policy 
of  American  universities,  higher  education 
for  business  is  unlikely  to  rise  above  the 
position  which  it  now  occupies — that  of  an 
annex  to  the  regular  college  course. 

Let  us  consider  these  questions  in  order. 
First,  can  a man  who  is  not  engaged  in 
practical  business  give  instruction  in  busi- 
ness subjects?  I shall  answer  this  question 
by  asking  another.  Can  a man  who  is 
engaged  in  practical  business  give  instruc- 
tion in  business  subjects?  The  business 
man’s  mind,  from  the  beginning  to  the 
close  of  the  day,  and  often  far  into  the 
night,  is  occupied  with  the  details  of  his 
own  special  interests.  He  has  no  time  or 
leisure  for  the  consideration  of  the  prob- 
lems, which,  if  he  is  successful,  he  in- 
stinctively solves.  His  whole  time  and 
strength  are  devoted  to  the  hard  task  of 
making  business  success  out  of  extremely 
refractory  materials.  Obviously,  the  busi- 
ness man,  so  long  as  he  remains  in  busi- 
ness, is  not  available  as  a teacher.  Physi- 
cians, lawyers  and  engineers  are  still  to  be 
found  in  our  professional  schools,  and  the 
instruction  which  they  give  is  practical 
and  valuable.  But  the  life  of  the  profes- 
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sional  man  is  largcl}'  occupied  in  the  dis- 
cussion and  consideration  of  the  problems 
whieh  must  be  presented  before  students, 
in  which  respect  his  daily  life  differs  from 
that  of  the  business  man.  The  general  un- 
availability of  instruction  of  this  character 
is  shown  in  the  tendency  everywhere  mani- 
fest in  professional  schools  to  displace  men 
of  active  practice  with  teachers  who  give 
their  whole  time  to  the  work. 

Teaching  is  a profession  which  demands 
a major  portion  of  the  energies  of  those 
who  engage  in  it.  The  teacher  to  be  siic- 
cessful  must  assume  a decided  attitude  to- 
ward his  subject;  he  must  look  at  the  prob- 
lems with  which  he  deals  in  an  impersonal 
way.  His  time  must  be  devoted  to  the  ex- 
planation of  principles  and  the  development 
of  relations  before  his  students,  and  this  is 
difficult  so  long  as  his  attention  is  con- 
stantly diverted  from  his  classroom  inter- 
ests by  the  demands  of  his  outside  pro- 
fessional activity. 

Granted,  then,  that  business  instruction, 
if  given  at  all,  must  be  given  by  business 
instructors,  the  question  next  arises : Does 
not  this  admission  involve  the  abandon- 
ment of  business  education  as  a branch 
of  professional  instruction?  From  my  own 
observation  and  experience  I should  an- 
swer most  emphatically  in  the  negative. 
The  materials  with  which  the  business 
teacher  must  work  are  the  recorded  facts 
of  business  experience  brought  together  in 
the  reports  of  corporations,  in  the  investi- 
gations of  legislative  committees,  in  the 
reports  of  government  departments  and  in 
the  voluminous  trade  literature.  These 
materials  can  be  mastered  by  the  student 
and  by  the  teacher,  and  they  can  be  ar- 
ranged in  such  a manner  as  to  serve  the 
purpose  of  classroom  instruction.  And  al- 
though where  the  business  teacher  has  had 
the  benefit  of  business  experience,  his  effi- 
ciency is  greatly  increased,  business  ex- 
perience is  by  no  means  indispensable, 
and,  indeed,  it  is  quite  impossible  that  the 
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teachers  of  business  should  be  recruited  on 
any  large  scale  from  tbc  ranks  of  busi- 
ness men.  The  business  teacher  must  come 
into  frequent  and  even  daily  contact  with 
the  facts  of  business  life.  His  acquaint- 
ance with  business  men  must  be  large  and 
must  be  unceasingly  cultivated.  He  must 
familiarize  himself  with  the  latest  happen- 
ings in  the  business  world  and  must  be  a 
close  and  constant  student  of  prices  and 
markets.  But  just  as  some  of  the  most 
successful  teachers  of  law  and  medicine  are 
men  who  have  never  practiced  either  of 
these  professions,  so  it  is  reasonable  to 
suppose  that  in  the  future  the  most  suc- 
cessful teachers  of  business  will  be  men  who. 
while  maintaining  active  contact  with  the 
world  of  affair,  devote  themselves  ex- 
clusively to  the  work  of  writing  and  teach- 
ing. 

Granting  the  practicability  of  higher 
business  education  from  the  standpoint  of 
the  teacher,  what  shall  we  say  of  the  sec- 
ond objection  which  has  been  mentioned, 
viz.,  the  difficulty  of  assembling  materials 
for  business  instruction  in  such  a form  as 
to  be  available  for  the  students?  A pro- 
fessional education  demands  of  the  student 
not  merely  attendance  at  lectures  and 
mastery  of  text  books,  but  the  working 
out  of  problems  and  cases  and  the  investi- 
gation of  questions  involving  the  princi- 
ples of  the  science  which  he  is  studying. 
The  laboratory  is  assuming  a steadily  in- 
creasing importance  in  professional  in- 
struction, and  the  lectures  are  falling  to  a 
subordinate  position.  Is  the  laboratory 
method  possible  in  the  university  school  of 
business  ? 

While  I am  able  to  answer  this  question 
in  the  affirmative,  I am  by  no  means  cer- 
tain that  any  university  school  of  business 
in  the  United  States  has  fully  equipped 
such  a laboratory.  Instruction  in  these 
schools  is  as  yet  largely  confined  to  the 
perusal  of  text  books,  to  the  extraction  of 
statistics  from  government  reports  and  to 
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the  study  of  public  economy  instead  of 
private  business.  The  materials  for  stu- 
dents' investigation  of  business  problems 
have  not  yet  been  assembled  on  a large 
scale.  They  exist  and  they  are  readily 
available.  With  the  co-operation  of  the 
business  man  they  can  be  placed  at  the  dis- 
posal of  the  students.  Examples  of  these 
materials  are  the  records  kept  by  whole- 
sale houses  and  banks  of  large  numbers 
of  individual  cases  of  business  successes 
and  failures.  The  reports  of  corporations 
furnish  another  valuable  auxiliary. 

The  cost  sheets  of  manufacturing  and 
mining  concerns  should  also  be  studied. 
There  are  thousands  of  cases  reported  in 
the  State  Law  Reports  which  present  ma- 
terials for  student  investigation  of  business 
problems.  To  come  more  closely  to  your 
own  interests,  every  accounting  office  in 
the  United  States  contains  reports  of  instal- 
lations and  audits  which,  by  altering  num- 
bers, dates  and  places,  could  be  made  avail- 
able for  use  in  accounting  teaching  with- 
out violating  professional  confidence.  I 
have  indicated  only  a few  of  the  sources 
from  which  the  materials  of  a laboratory 
work  in  business  can  be  derived.  Every 
business  establishment  of  long  standing 
contains  in  its  books  of  account  and  sta- 
tistical records  materials  which  would  be 
invaluable  if  placed  at  the  disposal  of  the 
teacher.  That  a large  amount  of  this  ma- 
terial has  not  been  unearthed  is  not  due  to 
any  unwillingness  of  its  possessors  to  make 
it  available,  but  to  the  fact  that  its  im- 
portance has  not  been  fully  recognized 
and  that  no  comprehensive  effort  has  been 
made  to  secure  it.  When  the  teachers  in 
our  university  schools  can  break  away 
from  their  environment  of  academic 
routine  and  get  into  touch  with  those  who 
are  practicing  what  they  profess  to  teach 
they  will  find  the  business  man  ready  and 
anxious  to  help  them  by  every  aid  which 
lies  in  his  power  to  give.  When  they  in- 
voke the  co-operation  of  the  credit  man. 


the  banker,  the  accountant  and  the  manu- 
facturer, business  education  will  take  on  a 
true  professional  character  and  the  schools 
of  business  will  come  to  rank  with  the 
schools  of  law,  medicine  and  engineering, 
producing  efficient  men  and  scientific  books. 

A further  and  most  important  contribu- 
tion of  the  business  man  to  the  work  of 
business  education  must  be  noticed.  It  will 
be  instantly  admitted  by  the  most  ardent 
advocates  of  business  education,  and  it  is 
taken  as  a matter  of  course  by  the  man  of 
affairs,  that  no  matter  how  thorough  may 
be  the  training  given  the  student,  he  must 
serve  an  apprenticeship  after  lea\dng  col- 
lege in  order  to  supplement  his  study  of 
books  by  a study  of  men  and  things.  Other 
professional  schools  claim  to  give  this  prac- 
tical experience  along  with  the  regular 
course  of  study.  The  law  student  pre- 
pares briefs,  the  student  of  architecture 
designs  buildings,  the  medical  student 
rushes  in  where  angels  fear  to  tread.  It 
may  be  questioned  whether  this  experience 
has  the  value  which  is  claimed  for  it,  and 
whether  the  real  benefit  derived  from  a 
professional  school  does  not  consist  in  lay- 
ing a foundation  of  facts  and  principles 
which  must  be  supplemented  after  gradua- 
tion by  the  experience  of  practice,  before 
a high  degree  of  efficiency  can  be  achieved. 
However  this  may  be  with  the  school  of 
medicine  or  law,  the  practice  afforded  by 
the  school  of  business,  even  when  it  has 
availed  itself  of  all  the  material  available, 
falls  far  short  of  that  given  in  the  profes- 
sional schools.  The  materials  of  business 
practice  are  not  contained  in  a library,  a 
hospital  or  a shop ; they  are  found  in  the 
business  world.  The  practice  of  business 
can  only  be  thoroughly  mastered  in  the 
transaction  of  business,  and  unless  the 
student  gains  this  experience  during  his 
college  course  he  must  expect  to  serve  the 
regular  apprenticeship  after  graduation. 

But  cannot  this  experience,  at  least  in 
large  measure,  be  gained  during  the  four 
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years  of  college  life?  The  stutlcnf  has  a 
year  of  vacation  lime  which  he  could  he 
rec|uired  to  spend  in  some  active  employ- 
ment as  a reephrement  for  his  degree.  So 
much  at  least  could  he  done.  And  is  it  not 
possible  to  go  further  than  this?  Cannot 
arrangements  he  made  with  business  con- 
cerns whose  managers  and  owners  are  in- 
terested in  furthering  the  cause  of  busi- 
ness education  whereby,  during  at  least  a 
portion  of  his  course,  the  student  could 
devote  half  his  day  to  some  business  em- 
ployment, without  pay,  if  necessary,  in  or- 
der to  gain  the  practical  experience  with- 
out which  he  is  useless?  This  employ- 
ment should  be  varied  ; he  should  be  moved 
about  from  one  department  to  another  and 
given  opportunities  to  see  the  workings  of 
every  part  of  the  business.  As  many  en- 
lightened employers  have  discovered  in  re- 
gard to  their  own  employes,  confinement 
to  one  routine  is  fatal  to  growth.  Diversi- 
fied employment,  such  as  I have  indicated, 
would  be  a most  valuable  supplement  to  the 
work  of  the  university  business  school. 
The  accountants  who  are  especially  inter- 
ested in  this  subject  of  business  education 
might  take  the  lead  in  offering  such  facili- 
ties to  the  students  who  are  specializing  in 
their  field.  By  so  doing  they  cannot  only 
render  a valuable  service  to  the  cause  of 


[)rofcssional  education,  but  they  can  develop 
a cor])S  of  well-trained  and  most  desirable 
assistants. 

I'rom  the  little  study  i have  been  able 
to  make  of  this  suljject  of  business  educa- 
tion, I am  convinced  that  with  the  active 
co-operation  of  the  business  men  whose 
interests  it  seeks  to  serve,  it  can  be  devel- 
oped into  a most  important  branch  of  pro- 
fessional training.  My  experience  during 
the  past  year  with  the  students  of  the 
Evening  School  of  Accounts  and  Finance, 
nearly  all  of  whom  are  men  of  consider- 
able and  varied  experience  in  subordinate 
positions,  has  convinced  me  that  even  with 
the  handicap  of  exhausting  labor  during 
the  daytime,  the  work  which  they  accom- 
plish is  fully  equal  to  the  average  w’ork  of 
the  day  student  in  the  business  courses  of 
universities  with  which  I am  familiar. 
This  is  in  part,  no  donbt,  due  to  their 
greater  earnestness  and  maturity.  In  larg- 
est measure,  however,  it  is,  in  my  judg- 
ment, due  to  their  familiarity  with  the 
concrete  facts  with  which  the  study  of  busi- 
ness is  concerned.  When  the  regular  uni- 
versity work  in  these  branches  is  estab- 
lished upon  a basis  which  combines  prac- 
tical experience  with  classroom  instruction 
and  laboratory  investigation,  the  evolution 
of  the  professional  business  school  . will 
have  been  completed. 


THAT  INTEREST  PROBLEM. 


i\lr.  A.  F.  Rattray  Greig,  who  furnished 
the  problem  in  interest  published  in  our 
June  number,  states  that  the  answer  should 
be  the  amounts  which  show  the  present 
worth  at  compound  interest.  Those  who 
have  so  far  answ^ered  it  have  assumed 
that  the  problem  was  one  of  simple  interest. 

Air.  Greig  has  given  us  the  details  of 
the  computation,  wdiich  are  too  long  to 
publish  here.  His  results  show  that  the 
rate  of  discount  is  6.2456  per  cent  and  that 


the  present  worth  of  each  note  would  be  as 
follows : 


$23,175 

4 months 

$22,702.32 

34.650 

10  “ 

32,915.44 

23.175 

16 

21,348.22 

37.950 

22 

28,540.26 

23.175 

28  “ 

20,074.82 

29,250 

34  “■ 

24,569.90 

23.175 

40  “ 

18,877.41 

26,550 

46 

20,971.63 

$190,000.00 
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BUSINESS  ORGANIZATION. 


BY  GEKALD  L.  DE  VOR. 


The  battle  for  commercial  supremacy 
and  the  struggle  for  business  existence  in 
these  clays  of  close  competition  has  forced 
upon  the  business  world  a keen  apprecia- 
tion of  the  absolute  necessity  of  organiza- 
tion. Even  where  competition  is  not  se- 
riously intense,  the  business  man  often 
feels  that  he  is  not  securing  the  best  re- 
suts  from  his  system  of  management  nor 
making  the  profits  that  the  conditions  of 
his  business  would  justify  him  in  expecting 
to  realize. 

The  vital  elements  of  an  industrial  en- 
terprise are : 

1.  The  application  of  energy  along  lines 
where  the  greatest  results  can  be  accom- 
plished. 

2.  The  elimination  of  all  waste  which 
interferes  with  such  results. 

It  needs  no  argument  to  prove- that  or- 
ganization is  to  be  preferred  to  chaos  and 
that  system  is  far  superior  to  a lack  of  it. 
Yet  many  firms  do  not  fully  realize  how 
great  might  be  the  increase  in  the  efficiency 
of  their  plant  did  they  but  possess  a sys- 
tem of  organization  and  management 
which  tends  to  that  ideal  condition  where 
every  man,  workman,  foreman  and  su- 
perintendent is  constantly  working  to  the 
■common  end — “the  good  of  the  company.” 
In  the  factory  the  best  results  cannot  be 
obtained  without  organization.  To  dis- 
cover all  leaks  in  the  course  of  manufac- 
ture and  to  indicate  where  the  necessity 
for  economies  exists,  system  is  absolutely 
necessary.  It  is  now  a recognized  fact  that 
A’ery  large  economies  can  be  effected  by 
the  introduction  of  rational  and  efficient 
factory  systems  which  will  properly  care 
for  the  highly  important  details  of  factory 
work. 

Under  ordinary  s}-stems  it  is  impos- 
sible for  men  to  come  in  close  contact  with 


all  the  amount  of  detail  incident  to  anv 
large  business  to  enable  them  to  possess 
that  knowledge  of  factory  efficiency  which 
is  so  necessary  to  obtain  the  best  results. 
In  many  cases  the  time  of  the  manager 
and  superintendent  is  so  taken  up  with 
detail  work  in  order  to  secure  this  result, 
that  it  prevents  them  from  giving  the 
proper  attention  to  the  larger  and  broader 
problems  for  which  their  education,  ex- 
perience and  ability  fit  them. 

For  these  reasons  many  firms  which  in 
their  earlier  days  of  small  business  were 
successful  because  of  close  personal  super- 
vision, have  not  made  proportionate  profits 
after  they  had  grown  to  such  size  as  to 
make  it  impossible  for  the  head  to  retain 
that  “personal  touch”  with  the  details,  thus 
demonstrating  the  necessity  for  some  plan 
or  system  to  take  the  place  of  this  “personal 
touch.” 

COST  SYSTEM. 

It  is  of  primar}'  importance  to  the  man- 
ufacturer to  know  the  accurate  cost  of 
every  article  that  he  sells.  With  the  con- 
stantly varying  elements  in  the  cost  of 
production,  no  manufacturer  can  feel  sure 
of  his  ground  without  this  knowledge. 
Numberless  failures  can  be  traced  to  an 
inefficient  system  of  estimating  or  record- 
ing manufacturing  costs,  the  manufacturer 
being  unable  to  discover  where  he  is  losing 
money  and  consequently  being  unable  to 
apply  the  remedy  required. 

The  cost  of  producing  the  same  article 
varies  under  different  conditions.  The  ele- 
ments which  make  up  the  prime  cost  and 
which  are  direct  charges  against  the  price 
of  the  article,  are  subject  to  a number  of 
purchase  price  changes,  while  even  more 
difficulty  is  caused  and  miscalculation  re- 
sults from  defective  estimate  of  the  non- 
productive labor,  the  factory  maintenance 
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and  Ihc  selling  expense.  In  but  few  cases 
do  the  results  at  the  end  of  the  year  fulfil 
the  expectations  of  the  manufacturer  who 
is  guided  in  his  selling  solely  hy  his  es- 
timates. 

Whenever  a manufacturer  relies  upon 
his  estimates  he  is  forced  to  depend  in  a 
great  measure  upon  his  personal  knowledge 
of  the  conditions  of  manufacture,  of  the 
conditions  of  trade,  and  the  cost  of  the 
elements  in  the  cost  of  production  and 
thus  devotes  much  of  his  time  to  what 
should  be  mere  clerical  labor. 

It  is  hut  another  instance  of  high-priced 
men  doing  low-priced  work,  which  illus- 
trates the  principles  of  economy  in  labor 
cost.  The  executive  should  devote  his 
whole  time  to  the  thinking  part,  and  the 
subordinate  duties  should  be  left  to  in- 
expensive help.  It  is  no  more  fit  that 
a business  man  should  be  his  own  cost 
clerk  than  that  he  should  be  his  own  book- 
keeper. 

The  manufacturer  should  be  in  a posi- 
tion to  ascertain  at  any  time  the  actual  cost 
of  production  of  any  article  manufactured, 
and  should  be  able  to  check  the  cost  of 
production  of  such  article  by  a compari- 
son with  previous  costs.  It  is  the  worst 
sort  of  business  extravagance  to  estimate, 
even  where  such  an  estimate  at  the  time 
is  approximately  correct,  only  to  find  at 
the  end  of  the  year  that  conditions  had 
changed  since  the  estimate  was  made  and 
that  contracts  had  been  taken  at  a loss  or 
goods  ignorantly  sold  belo\v  cost. 

Factory  cost  accounting  should  be  de- 
vised in  such  a manner  as  to  show  not 
only  the  cost  of  the  final  product,  but  also 
to  give  unerring  indications  of  tbe  exact 
working  conditions  and  efficiency  of  all 
departments.  The  cost  of  manufacturing 
each  part  should  be  accurately  known  and 
should  be  properly  tabulated  so  that  it 
may  be  compared  with  previous  and  sub- 
sequent costs  for  the  same  article.  In  this 
manner  anv  variation  in  the  cost  of  manu- 


facture is  immediately  determined  and  any 
economics  that  may  be  necessary  are  at 
once  brought  to  the  attention  of  the  man- 
ufacturer. Thus  he  is  enabled  to  accpiaint 
himself  with  all  the  details  of  the  factory, 
to  be  fully  conversant  with  the  labor  and 
material  costs  and  to  know  from  day  to 
da}'  the  results  and  profits  of  his  business. 
A cost  system  is  an  analysis  of  the  trans- 
action of  a factory,  by  which  the  various 
kinds  of  costs  are  properly  distributed 
down  to  the  minutest  detail.  Thus  it  sub- 
stitutes accurate  results  for  estimates.  It 
supplies  the  manufacturer  with  reliable 
information.  The  man  with  an  efficient 
cost  system  is  working  in  clear  daylight, 
while  the  one  with  a defective  system,  or 
without  any,  is  groping  in  the  dark.  And 
the  advantage  gained  by  the  former  is  so 
great  that  it  almost  assures  success  from 
the  outset. 

STOCK  SYSTEM. 

The  problem  of  stock  is  second  only  in 
importance  to  that  of  cost.  It  should  be 
possible  for  a manufacturer  to  receive 
without  delay  at  any  time  a report  of  the 
stock  of  raw  material  in  part  or  gross, 
the  material  in  process  of  manufacture 
and  manufactured  articles  on  hand,  fin- 
ished or  part  finished,  without  the  tedious 
and  costly  process  of  taking  inventory, 
and  the  method  of  obtaining  this  informa- 
tion should  be  so  perfect  that  when  the  ac- 
tual inventory  is  taken  for  verification  it 
will  prove  up  with  the  stock  records. 
With  a stock  system  a perpetual  inventory 
may  be  had,  the  actual  condition  of  the  bus- 
iness kept  under  the  eye  of  the  adminis- 
trative officers  from  day  to  day  and  peri- 
odical statements  of  profits  prepared  when- 
ever desired. 

The  effect  of  a system  for  the  care  of 
stock  is  to  insure  cconomv  in  production, 
prevent  unnecessary  waste  and  furnish  a 
check  which  will  prevent  any  serious  mis- 
appropriation. Each  of  these  elements  is 
a factor  so  important  that  the  leakage  re- 
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suiting  in  any  one  year  where  no  efficient 
clieck  has  been  provided  may  run  into 
thousands  of  dollars. 

Finally  with  an  improved  stock  system 
there  can  at  no  time  be  an  ovcrsupply  of 
stock  on  hand  resulting  in  loss  of  interest 
on  capital  so  tied  up,  nor  on  the  other 
hand  can  there  be  a lack  of  stock  which 
would  result  in  buying  under  unfavorable 
conditions,  or  vexations  and  costlv  delavs 
in  the  execution  of  orders. 

OFFIC1-:  ACCOUNTING. 

A good  system  of  bookkeeping  is  of 
equal  importance  with  a good  system  of 
costs.  By  adapting  the  books  of  accounts 
to  the  nature  of  the  business  and  by  suit- 
able subdivisions  thereof  the  work  which 
under  one  system  could  hardly  be  done  in 
the  ordinary  hours  of  business  is  under 
another  and  better  one  easily  accomplished. 
The  monthly  totals  from  the  cost  and 
stock  records  are  properly  classified  and 
made  a part  of  the  regular  bookkeeping 
department.  The  actual  purchases,  sales 
and  labor  paid,  together  with  the  miscel- 
laneous expenditures,  would  attest  the  cor- 
rectness of  the  cost  keeping  and  the  stock 
records.  This  would  all  form  a base  for 
profit  and  loss,  balance  sheet  and  analytical 
statements  which  could  be  readily  made 
up  at  the  end  of  any  one  month. 

Under  an  improved  system  much  labor 
can  be  saved  the  accuracy  of  the  work 
c^uickly  tested,  and  trial  balances  prepared 
and  errors  located  without  a complete  re- 
checking of  the  entire  month’s  work. 

.\UDITING. 

An  independent  audit  embraces  a ver- 
ification of  the  accounts  as  shown  by  the 
balance  sheet  and  an  analysis  thereof  for 
the  period  under  review.  The  value  of 
such  an  audit  by  a professional  account- 
ant, both  to  officers  and  stockholders,  is 
beyond  dispute.  His  wide  experience  en- 
ables him  to  advise  them  on  many  knotty 
questions  that  may  arise,  such  as  analysis 


of  costs,  reserves,  depreciation  and  stock 
records,  also  the  correction  of  all  errors 
of  principle. 

In  any  case  of  purchase  or  sales,  even 
where  honesty  is  not  questioned,  the  seller 
presents  the  best  possible  value  of  the  as- 
sets and  it  is  of  course  to  the  interest  of 
the  purchaser  that  the  cold  hard  facts  be 
known  without  any  polish.  It  is  equally 
to  the  interest  of  the  seller  that  an  account- 
ant’s name  be  attached  to  his  statements. 

The  main  feature  of  this  investigation 
would  be  nature  of  assets  and  liabilities, 
profits  earned  and  average  profits,  con- 
tracts, value  of  plant,  fixtures,  goodwill, 
etc.,  provision  for  bad  or  doubtful  ac- 
counts, reserves,  depreciation,  charges  to- 
plant,  etc. 

THE  EXPERT. 

^\'hen  the  man  who  “plays  a thinking 
part,”  whose  activities  are  to  a large  de- 
gree administrative,  learns  that  he  cannot 
know  everything  that  he  needs  to  know 
about  his  own  business  without  getting 
help  from  the  outside  specialist,  he  has  mas- 
tered one  of  the  biggest  elements  of  suc- 
cess in  modern  business. 

Every  factory  and  office  must  be  indi- 
viduall}'  treated  and  a correct  system  is  that 
system  which  is  specially  designed  to 
meet  the  needs  and  requirements  of  each 
particular  case ; hence  each  case  must  be  ' 
specially  studied  by  the  expert  systema-  i 
tizer,  and  who  but  the  specialist  is  best  ' 
fitted  for  this  work,  as  his  mind  is  con- 
stantly employed  in  meeting  and  solving 
the  most  intricate  problems  in  systematiz- 
ing and  costs.  , 

The  greatest  economy  in  production  is  i 
often  reached  by  a liberal  expenditure  \ 
for  brains.  The  cost  of  the  introduction  ■, 
and  carrying  out  of  a proper  system  is  in-  ‘ 
considerable  in  comparison  with  the  re- 
sults obtained  therefrom.  The  fraction  of 
a cent  saved  on  each  article  manufactured 
very  often  means  success  and  wealth. 
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THE  ACCOUNTANT  AS  SECRETARY. 


While  tlic  business  world  is  rai)idly  be- 
coming- acquainted  with  the  work  done  by 
the  pnldic  accountant  and  is  more  and 
more  recognizing-  the  atlvantage  of  em- 
ploying him,  there  is  one  -way  in  which 
he  is  made  useful  in  England,  to  which 
very  little  attention  is  paid  in  this  coun- 
try. It  is  a function  that  he  is  peculiarly 
adapted  to  exercise  and  in  wdiich  he  can 
he  of  special  value  to  hankers  and  other 
business  men  who  may  be  interested  in 
companies  outside  of  their  regular  busi- 
ness. It  consists  m doing-  the  w-ork  for 
secretaries  who  have  not  the  time  to  attend 
to  the  duties  and  yet  w'ish  to  retain  the 
office.  It  often  happens  that  a banker 
would  accept  the  position  of  secretary  of 
son-ie  small  company  in  which  he  is  inter- 
ested if  he  w-ere  able  to  give  it  the  neces- 
sary time.  I"Ie  is  willing  to  lend  the  in- 
fluence and  weight  of  his  name  and  may  be 
anxious  to  be  an  officer  of  the  company 
so  that  he  may  be  in  touch  with  the  active 
management,  but  he  has  not  the  time  to 
give  to  the  details  of  the  office  and  he  ob- 
jects to  having  frequent  calls  made  upon 
him  during  business  hours  at  his  office 
and  to  having  his  time  taken  up  to  the 
detriment  of  his  regular  work.  To  such 
a mair  the  accountant  offers  his  services, 
agreeing-  for  a small  monthly  sum  to  at- 
tend to  all  the  routine  work  that  belongs 
to  the  secretary.  He  will  make  out  the 
certificates  of  stock  on  presentation  of  a 
receipt  from  the  treasurer,  if  an  original 
issue,  or  of  the  old  certificate,  if  a transfer 
and  will  send  a messenger  rvith  the  papers 
to  the  office  of  the  secretary  to  obtain  his 
signature,  consuming  only  a moment  of  his 
time.  He  will  keep  the  transfer  record 
and  post  the  shareholders’  ledger,  furnish- 
ing a typewritten  alphabetical  list  of  stock- 


holders and  their  holding  for  the  annual 
meeting.  He  will  make  up  the  secretary’s 
reports  to  the  directors  or  the  stockholders 
and  will  send  out  notices  of  meetings  to 
be  held,  or  circular  letters,  or  reports  to  the 
stockholders,  and  if  desired,  will  attend 
these  meetings  and  kcej)  the  records.  The 
secretary  not  only  rids  himself  of  a large 
amount  of  work  and  w-orry,  but  he  gains  in 
having  the  work  done  by  experienced  per- 
sons who  are  not  liable  to  make  errors. 

The  same  course  can  be  pursued  in  case 
a busy  man  is  made  an  executor,  trustee 
or  assignee.  A\’hile  retaining  entire  con- 
trol over  the  funds  and  management  of 
the  estate,  he  can  delegate  the  routine 
work  to  an  accountant  thoroughly  posted 
in  such  matters,  who  has  an  office  force 
capable  of  keeping  the  accounts,  including 
the  ordinary  correspondence  and  answer- 
ing nearly  all  the  questions  that  can  be 
asked,  leaving  to  the  principal  only  the 
most  important  points  that  he  can  settle 
in  a few  minutes,  since  all  information  in 
regard  to  them  will  have  been  prepared 
anrl  submitted  to  him  in  concise  form.  By 
visiting  the  accountant's  office  at  stated 
times  be  can  arrange  for  interviews  with 
important  persons  there,  leaving  the  lesser 
ones  to  be  attended  to  by  the  office  force. 
In  this  way  he  will  entirely  avoid  the  ne- 
cessity for  interruption  of  his  own  affairs 
by  calls  upon  him  at  his  office  and  yet  will 
feel  that  he  is  not  neglecting  the  interests 
of  the  trust  that  he  has  undertaken.  Were 
this  course  to  he  commonly  pursued  there 
w-ould  not  be  as  much  reluctance  as  now 
exists  in  accepting  positions  of  trust,  and 
many  a competent  man  would  be  able  to 
add  something  to  his  income  who  is  now 
deterred  from  doing  so  because  he  has  not 
the  time  to  attend  to  anything  more  than 
he  has  already  assumed. 
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SECRET  RESERVES. 


At  the  time  of  a large  defalcation  in  one 
of  the  New  York  banks  it  was  stated  by 
the  officers  of  the  bank  that  the  entire 
amount  could  be  taken  up  without  charg- 
ing any  of  it  to  the  undivided  profit  account. 
A great  many  persons  were  unable  to  under- 
stand how  this  could  be  done,  and  only 
a few  were  any  wiser  when  told  that  the 
bank  had  a secret  reserve. 

It  appears  that  the  practice  of  accu- 
mulating secret  reserves  is  a growing  one, 
and  that  it  is  by  no  means  confined  to 
banks.  It  consists  of  an  undervaluation 
of  assets  during  prosperous  years,  the 
difference  between  the  market  price  and 
the  value  carried  on  the  books  forming  a 
fund  which  can  l:)e  drawn  on  at  any  time, 
either  by  a sale  of  a portion  of  the  securi- 
ties or  by  an  entry  placing  them  on  the 
books  at  a higher  value,  not  greater  than 
the  market  price. 

The  question  of  the  advisability  of  such 
a proceedings  has  been  hotly  argued 
Those  who  defend  it  seem  to  look  upon 
the  bank  or  company  as  an  unchanging 
entity,  claiming  that  it  is  better  to  conceal 
abnormal  profits  one  year  so  as  to  provide 
against  the  necessity  of  showing  unusual 
losses  in  another  year.  In  the  case  of  a 
close  corporation  whose  stockholders  know 
all  about  the  company,  there  would  be  no 
serious  objection,  but  there  would  also 
be  no  special  reason  for  doing  it.  In  the 
case  of  a company  or  bank,  whose  stock  is 
somewhat  scattered,  and  may  be  sold  at 
any  time  on  the  basis  of  the  published 
statements,  it  seems  impossible  to  find  any 
justification  for  the  practice.  The  seller 
of  such  stock  is  unquestionably  defrauded 
out  of  the  increased  price  that  he  could 
have  obtained  for  his  stock  if  the  true 
condition  of  the  company  had  been  known 
to  him  and  the  buyer. 

To  obtain  a clearer  idea  of  the  justice 


of  such  a imactice  it  is  necessary  only  to 
look  at  the  true  nature  of  a corporation. 

It  is  not  probable  that  anyone  would  de- 
fend the  managing  partner  of  an  ordinary 
copartnership  if  he  deliberately  under- 
stated the  profits  so  as  to  prevent  his  part- 
ners from  drawing  out  a greater  dividend 
than  he  thought  projrer.  But  the  ])resi- 
dent  and  directors  of  a corporation  are 
simply  the  managers  of  a partnership  affair, 
the  act  of  incorporation  being  for  the  ])ur- 
pose  of  limiting  the  liability,  and  for 
greater  convenience,  but  not  in  any  other 
way  causing  the  company  to  differ  from 
an  ordinary  partnership. 

The  accountant  who  is  acting  for  the 
stockholders  of  a company  is  not  justified 
in  signing  a certificate  to  a statement  which 
contains  a secret  reserve  or  any  other  ele- 
ment that  is  not  exactly  in  accordance 
with  the  facts.  Xot  only  is  he  bound  to  tell 
the  entire  truth  for  truth’s  sake,  but  he 
is  also  under  obligations  to  give  all  the 
stockholders  all  the  information  in  his 
power.  Those  accountants  who  take  a dif- 
ferent view  of  this  question  defend  their 
course  on  the  ground  that  they  arc  em- 
ployed by  the  president  and  directors  of  : 
the  company,  and  are  not  supposed  to  crit- 
icise their  management  of  the  business.  > 
While  it  is  true  that  it  would  be  better  to  \ 
follow  the  English  j:)lan  and  have  the  au- 
ditors appointed  by  the  stockholders  as 
their  special  representatives,  it  does  not 
seem  clear  that  the  appointment  by  the  r 
directors  absolves  the  accountant  from  his  ; 
dutv  to  the  stockholders.  Although  not  ‘ 
made  directly  to  them,  his  report  is  to  be 
used  with  the  stockholders,  and  should  be 
as  carefully  prepared  as  if  made  originally 
to  them,  and  should  contain  nothing  which 
would  cause  any  stockholder  to  make  an 
incorrect  deduction  as  to  the  true  condition 
of  the  company. 
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LOGICAL  MANUFACTURING  ACCOUNTS. 


A set  of  books  is  sujjposed  to  contain 
tlie  history  of  the  business  to  which  they 
l)c!on",  and  to  exhibit  its  condition  from 
time  to  time.  As  l)Ooks  are  ordinarily 
kept,  this  is  true  only  in  a partial  sense, 
iip])licable  solely  to  the  cash  income  and 
outgo.  In  other  respects,  the  books  are 
not  a true  history  of  the  business  and  do 
not  exhibit  a true  condition.  This  can  be 
shown  bv  an  analysis  of  the  trial  balance 
of  any  manufacturing  concern.  Starting 
with  the  balance  sheet  at  the  beginning 
of  the  year,  we  have  a true  statement  of 
assets  and  liabilities,  but  at  the  end  of  the 
first  month  we  find  an  exhibit  of  balances 
that  is  totally  incorrect.  Raw  material  has 
Ix'cn  charged  with  all  the  goods  bought 
during  the  month,  and  the  account  shows 
a large  increase  over  the  original  inventory, 
the  whole  account  being  carried  as  an  asset. 
Labor  account  is  charged  with  all  the  pay- 
rolls paid  during  the  month  and  also  fig- 
ures as  an  asset,  or  at  least  appears,  in  the 
asset  column.  All  the  other  expense  ac- 
counts are  treated  in  the  same  way,  and 
we  have  from  month  to  month  a constantly 
increasing'  amount  of  debit  balances,  which 
■do  not  in  any  way  represent  assets  or  any- 
thing else  on  hand.  That  these  fictitious 
deiiit  balances  are  offset  by  an  equally  fic- 
titious credit  balance  in  the  sales  account 
does  not  serve  to  make  things  any  clearer, 
but  rather  adds  to  the  confusion.  This  is 
what  may  be  called  the  illogical  method 
of  treating  the  accounts. 

The  logical  method  requires  that  the 
books  of  account  should  be  a history  of 
actual  transactions  as  they  occur,  and 
should  show  the  true  condition  of  affairs 
at  all  times  and  not  at  the  end  of  the  year 
only.  Starting  with  the  raw  material,  we 
have  the  original  inventory  which  repre- 
sents material  actually  in  the  storehouses. 
As  new  material  is  bought  it  is  put  into 


the  storehouse  and  is  charged  on  the 
books.  As  the  material  is  drawn  out  of 
the  storehouse  it  goes  into  manufactured 
product  on  the  hooks  also,  if  the  books  are 
to  be  a true  history  of  the  business.  La- 
bor goes  directly  or  indirectly  into  the 
])roduct  in  the  factory.  There  apjjcars  no 
reason  why  it  should  not  follow  the  same 
course  on  the  books  in  the  office.  All  the 
outgo  of  the  business  is  made  for  ibe  sake 
of  manufacturing  or  selling  the  product. 
None  of  it  remains  on  hand  from  month  to 
month,  except  the  material  and  supplies, 
including  in  the  latter  unexpired  insurance, 
advertising  matter  and  similar  items.  The 
logical  method  requires  that  none  of  it 
should  appear  as  a balance  on  the  books 
except  that  actually  on  hand  and  that  the 
latter  balances  should  represent  as  nearly 
as  possible  the  value  at  original  prices 
of  the  material  in  the  hands  of  the  store- 
keeper, subject  to  verification  and  correc- 
tion when  the  inventory  is  taken  at  the 
stated  time. 

Broadly  stated,  this  is  the  logical  idea, 
but  it  is  capable  of  much  more  extended 
application  by  a subdivision  of  the  product 
into  classes,  for  each  of  which  an  accurate 
history  is  provided,  showing  the  amount  of 
material  consumed  and  labor  and  expense 
incurred.  All  manufacturers  attempt  to 
reach  this  result,  but  they  usually  do  it 
by  a series  of  independent  figures  which 
do  not  enter  into  their  books  of  account 
and  are  not  made  to  balance  to  anything. 
While  more  or  less  accurate  they  cannot 
be  depended  upon,  since  there  is  no  check 
on  their  truth  as  there  would  be  in  case 
they  formed  a part  of  the  regular  books 
and  appeared  on  tbe  trial  balance. 

It  needs  no  argument  to  show  that  such 
Cl  method  of  treating  manufacturing  ac- 
counts would  be  much  more  valuable  than 
the  crude  method  now  generally  in  use. 
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Being-  a true  history  of  all  transactions,  it 
would  show  the  actual  amount  of  material, 
labor  and  expense  that  had  gone  into  each 
species  of  the  product,  whether  finished  or 
unfinished,  and  the  amount  of  raw  material 
or  partially  manufactured  material  that 
should  he  on  hand.  A manufacturer  with 
such  information  at  his  command  would 
have  a much  more  intelligent  idea  of  his 
1)usiness  than  he  can  now  gain  from  figures 
which  may  or  may  not  be  correct,  since 
they  are  at  best  only  estimates  or  are  based 
on  past  experience,  the  elements  of  which 
may  have  changed  without  his  being  con- 
scious of  it.  In  case  the  factory  is  de- 
stroyed by  fire  the  advantage  of  exact  in- 
formation will  be  very  manifest  in  the  ad- 
justment of  the  loss  with  the  underwriters. 

Modern  methods  have  simplified  the 
work  necessary  to  obtain  this  exact  infor- 
mation, so  that  it  can  frequently  be  arrived 
at  with  less  expense  of  time  and  labor 
than  is  now  involved  in  the  prevalent  crude 
and  unsatisfactory  methods.  Xo  universal 
system  can  be  devised  that  will  fit  every 
manufacturing  plant  alike.  Such  a system 
is  similar  to  the  patent  nostrum  that  is 
guaranteed  to  cure  all  diseases.  Each 
plant  requires  careful  study  by  a person 
who  has  made  manufacturing  accounts  a 
specialty  and  can  recommend  such  changes 
in  the  existing  methods  as  the  needs  of 
the  particular  factory  would  indicate. 

To  the  ordinary  business  man  or  man- 
ufacturer it  seems-  impossible  that  any  one 
person  can  assume  the  responsibility  and 
keep  in  touch  with  the  details  of  the  enor- 
mous mass  of  transactions  arising  from  the 
wonderful  commercial  developments  of  to- 
day. Unaided  he  would  be  unable  to  do 
so,  and  he  therefore  calls  to  his  assistance 
the  trained  accountant  whose  vears  of 


varied  practice  and  continuous  study  of 
every  species  of  business  problems  fit  him 
to  give  the  manufacturer  the  benefit  of  a 
highly  developed  analytical  mind  and  a 
knowledge  of  general  principles  by  which 
he  can  institute  proper  methods  of  ana- 
lyzing and  dealing  with  any  of  the  details 
of  the  business  and  of  tabulating  them 
in  such  a manner  that  intelligent  and  valu- 
able  information  is  easily  and  concisely  ar- 
rived at.  The  responsible  head  of  the  cen- 
cern  is  thus  in  constant  possession  of  ex- 
act information  available  not  only  for  his 
own  guidance,  but  for  placing  the  facts 
before  his  directors  or  stockholders  at  any 
time  desired,  without  the  necessity  of  wait- 
ing until  the  end  of  the  year. 

This  intimate  and  exact  knowledge  of 
the  conditions  of  the  business  enables  him 
to  increase  his  profits  by  taking  advantage 
of  the  markets,  both  as  regards  the  pur- 
chase of  materials  and  also  the  manage- 
ment of  his  sales. 

The  progressive  and  successful  manu- 
faeturer  realizes  and  takes  advantage  of 
the  valuable  knowledge  that  the  practical 
and  skilled  accountant  has  to  give  to  him. 
He  knows  that  the  experience  of  the  ac- 
countant has  been  much  more  varied  than  . 
his  own  has  been,  and  that  in  meeting  and 
solving  difficult  problems  in  the  work  to  ; 
which  he  has  devoted  his  best  energies,  ! 
he  has  absorbed  and  retained  many  points 
that  would  be  likely  to  escape  his  own  ' 
observation,  and  that  he  is  therefore  en- 
abled to  decide  logically  and  without  prej- ' 
udice  as  to  the  best  course  to  pursue  and 
the  best  methods  to  use  in  arranging  ac-  j 
counts  to  secure  accurate  and  progressive  ■ 
analysis,  to  supervise  and,  when  needed,  i 
to  tabulate  results  for  the  information  of  ' 
his  client.  i 
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ANNOUNCEMENT 

With  this  number  of  “The  Auditor”  we 
take  pleasure  in  advising-  our  friends  and 
substribers  that  we  have  arranged  to  issue 
our  paper  in  the  future  under  the  name 
of  “The  Journal  of  Accountancy,”  with 
offices  at  32  Waverly  place.  New  York,  and 
with  such  material  enlargement,  both  of 
form  and  space,  as  will  enable  us  to  cover 
the  broadening  field  of  the  public  account- 
jant’s  work  more  fully  than  we  have  found 
it  possible  to  do  under  present  conditions. 

The  Journal  will  be  a monthly  maga- 
zine of  some  eighty  pag'es  of  reading  mat- 
ter and  twenty  pages  of  select  advertise- 
ments. The  first  number  will  be  issued 
about  October  31,  and  subscribers  to  “The 
Auditor”  will  be  supplied  with  the  paper 
in  its  new  form  for  such  a period  as  their 
present  unexpired  subscriptions  may  entitle 
them.  The  price  of  the  Auditor  having 
been  $i  a year,  and  the  price  of  the  Journal 
of  Accountancy  being  fixed  at  $3,  it  is 
purposed  to  apply  all  subscriptions  now 
open  on  “The  Auditor’s  books  pro  rata 


uj)on  the  new  journal.  Our  subscri])tion 
lists  have  been  transferred  to  the  New 
"S'ork  office,  32  Waverly  ])lace,  and  it  is 
requested  that  communications  relating 
to  them  be  made  direct  to  the  business 
manager  of  the  Journal  of  Accountancy, 
who  will  be  ])rcparcd  to  supply  the 
magazine  in  its  enlarged  form. 

“The  Auditor”  made  its  first  appear- 
ance in  September,  1004,  as  the  organ  of 
the  Illinois  Society  of  Certified  Public  Ac- 
countants, and  for  a few  months  continued 
in  that  modest  capacity.  In  January,  1905, 
“The  Auditor’’  changed  its  form  and  be- 
came more  representative  of  the  accounting 
profession  in  general  than  of  the  Illinois 
society  in  particular,  though  the  latter  or- 
ganization continued  to  control  its  publica- 
tion. After  the  appearance  of  this  num- 
ber the  control  of  “The  Auditor”  passes 
to  the  Accountancy  Publishing  Company, 
a corporation  formed  by  accountants  of  the 
whole  country  for  the  purpose  of  publish- 
ing a journal  representative  of  the  profes- 
sion. 

The  improvements  to  be  made  in  the 
journal  are  important  and  will  result  in  the 
production  of  an  organ  in  which  every  ac- 
countant may  feel  pride.  It  will  be  edited 
iby  eminent  educators  and  managed  by  men 
experienced  in  the  publishing  business. 

The  Illinois  society  contemplates  the 
change  much  as  a parent  does  the  maturity 
of  a child.  “The  Auditor”  has  had  its 
shortcomings  and  has  lacked  much  of  being 
all  that  we  wanted  it  to  be,  but  it  has  been 
of  some  benefit  to  the  profession ; and  when 
it  is  remembered  that  the  time  necessary 
to  attend  to  its  affairs  has  been  snatched 
from  the  few  available  moments  of  an  ex- 
ceptionally busy  number  of  men,  we  feel 
that  it  has  been  distinctly  creditable. 

We  thank  our  friends  for  their  support 
and  trust  that  the  new  journal  may  receive, 
as  we  know  it  will  deserve,  a full  and  gen- 
erous continuance  thereof. 
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Because  commercial  law  is  one  of  the 
subjects  in  which  the  applicant  for  the 
C.  P.  A.  degree  is  examined,  it  might  be 
inferred  that  it  was  intended  that  the  ac- 
countant should  take  the  place  of  the  at- 
torney with  his  clients  and  furnish  advice 
on  all  legal  points  connected  with  the 
carrying  on  of  his  business.  Accountants 
themselves  know  that  this  is  a misconcep- 
tion of  the  case,  for  they  are  well  aware 
that  it  is  not  possible  for  the  ordinary  man 
to  be  a first-class  accountant  and  at  the 
same  time  to  rank  as  a high-grade  lawyer, 
and,  if  it  were  possible,  it  is  by  no  means 
desirable.  The  accountant  must  know  the 
fundamental  principles  of  the  law  and  their 
applications  to  the  ordinary  afifairs  of  busi- 
ness, especially  as  regards  copartnerships 
and  corporations,  but  that  knowledge  is 
little,  if  any,  greater  than  should  be 
possessed  by  the  bank  cashier  or  the  officer 
of  an  incorporated  company.  When  the 
accountant  presumes  to  give  advice  on  in- 
tricate questions  of  law  he  is  going  outside 
of  his  province  and  is  trespassing  on  the 
territory  of  his  brother  professional,  the  at- 
torney. To  such  an  extent  is  this  recog- 
nized by  the  accounting  profession  that 
there  was  serious,  and  to  our  minds  valid, 
objection  raised  to  a question  that  was 
included  in  the  first  examination  of  appli- 
cants for  the  degree  of  Certified  Public 
Accountant  in  this  state.  “What  class  of 
property  arc  the  engine  and  cars  of  a rail- 
road corporation?  Are  they  subject  to 
execution  and  sale  for  debt?”  In  our  opin- 
ion the  proper  answer  to  that  question  on 
the  part  of  the  accountant  would  be:  “That 
is  not  an  accounting,  but  a legal,  question ; 
consult  your  attorney.” 

The  accountant  should  know  enough  of 
commercial  law  to  enable  him  to  open  the 
books  and  carry  on  the  routine  work  of  a 
business  in  such  a Avay  as  to  conserve  and 
protect  the  interests  of  all  concerned.  He 
must  therefore  be  able  to  point  out  the  dif- 
ference between  a corporation  and  a part- 


nership and  the  radically  different  position 
that  an  officer  holds  in  a company  from 
that  of  a partner  in  a firm,  as  these  are 
matters  of  routine  and  the  everyday  con- 
duct of  the  business.  But  he  is  not  ex- 
pected to  give  advice  on  matters  that  are 
beyond  this  and  which  require  the  attention 
of  the  trained  legal  mind. 

While  this  is  the  attitude  of  the  profes- 
sional accountant  toward  the  legal  profes- 
sion, we  are  sorry  to  say  that  the  attorney 
is  not  always  so  careful  not  to  trespass  on 
the  domain  of  the  accountant.  A few  at- 
torneys have  had  a business  training  and 
are  therefore  able  to  handle  satisfactorily 
a case  that  involves  ordinary  questions  of 
bookkeeping,  and  a few  recognize  their  to- 
tal ignorance  of  accounts  and  therefore 
rely  on  the  accountant,  but  there  are  only 
a few  who  realize  that  an  accountant  is 
not  a mere  bookkeeper,  and  that  they  can 
use  his  services  to  advantage  in  all  cases 
involving  intricate  accounts.  They  do  not 
realize  that  the  accountant  is  the  scientific 
man  of  the  business  world,  who  is  not  con- 
tent with  merely  finding  out  that  an  ac- 
count or  a set  of  books  is  properly  bal- 
anced, but  who  is  trained  to  analyze  the 
figures  that  are  put  in  his  hands  and  to 
ascertain  the  ultimate  truth  that  they  hold. 

The  attorney  would  frequently  have 
greater  success  with  commercial  cases  if  he 
would  allow  an  accountant  to  collate  the 
facts,  as  shown  not  only  by  the  books,  but  J 
by  the  other  written  documents  in  the  ' 
case,  and  to  make  out  from  them  a state- 
ment of  the  actual  conditions.  His  con-  , 
elusions  are  formed  without  regard  to  1 
their  bearing  on  his  client’s  interests,  but 
with  a view  simply  to  bring  out  the  truth,  j 
The  attorney  takes  the  report  thus  made  I 
to  him  and  from  it  he  makes  up  the  case  | 
for  his  client  b}'  applying  his  knowledge  of 
the  law.  He  is  then  able  to  go  before  a 
court  with  the  certainty  that  his  case  is  as 
well  prepared  as  it  is  possible  to  be,  de- 
pending only  on  the  ability  of  the  particu- 
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lar  accountant  to  make  the  pro])cr  report 
and  his  own  ability  to  apply  to  the  case 
the  principles  of  the  law.  During  the  con- 
duct of  the  case  the  accountant  can  be  of 
great  service  by  his  hints  as  to  the  kind  of 
questions  best  adapted  to  bring  out  the 
strong  points  of  the  case,  leaving  to  the 
attorney  the  duty  of  properly  presenting 
them.  As  the  accountant  is  accustomed  to 
looking  at  conditions  with  an  impartial  eye, 
he  is  able  to  see  the  points  that  make 
against  his  client  as  well  as  those  in  his 
favor,  and  is,  therefore,  in  a position  to 
warn  the  attorney  of  the  possibility  of  at- 
tack from  those  quarters  in  time  for  him  to 
guard  against  them. 

In  discussing  a business  case  with  a 
client  the  attorney  is  frequently  unable  to 
grasp  its  salient  features  on  account  of  the 
illogical  way  the  client  states  it.  The  ac- 
countant, being  a business  man  himself,  can 
better  understand  the  business  man,  and 
can  then  reduce  his  statements  to  a logical 
and  consistent  exhibit,  which  the  attorney 
can  easily  comprehend.  In  one  case  that 
came  under  our  observation  one  of  the 
most  eminent  practitioners  at  the  Chicago 
bar  was  to  represent  the  prosecution  in 
court.  The  other  attorneys  and  some  of 
the  witnesses  met  him  to  give  him  the 
leading  points  in  the  case  and  talked  for 
an  hour,  with  the  result  of  completely  con- 
fusing him  as  to  the  facts  relied  on  for 
success.  The  accountant  who  was  present, 
took  a single  sheet  of  paper,  wrote  down  a 
few  concise  sentences  in  logical  order  and 
handed  it  to  him.  After  reading  it  he  ex- 
claimed, “Now  I have  the  entire  case.  If 
we  can  prove  these  facts  we  will  win.”  It 
was  an  instance  of  the  advantage  possessed 
by  the  mind  trained  to  close  and  logical 
reasoning  upon  commercial  subjects  over 
the  mind  whose  training  was  along  other 
lines. 

The  certified  public  accountant  does  not 
try  to  enter  the  field  of  the  attorney,  and 
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he  asks  in  return  that  the  attorney  shall 
recognize  the  peculiar  fitness  of  the  ac- 
countant to  care  for  matters  that  properly 
lie  in  his  field. 


The  locating  of  factories  in  towns  anx- 
ious to  increase  in  population  and  import- 
ance has  become  so  large  a business  that 
the  principal  railroads  have  appointed  in- 
dustrial commissioners  whose  duty  it  is 
to  introduce  to  tire  town  the  factories  de- 
siring to  better  their  surroundings.  Al- 
though these  commissioners  are  usually 
men  of  high  character  and  ability,  they 
are  not  able  to  properly  investigate  the 
factories  that  they  thus  introduce,  as  the 
time  at  their  disposal  admits  of  only  the 
most  cursory  examination  of  the  facts 
submitted  to  them.  They  are  obliged  to 
leave  to  the  towns  themselves  the  more 
thorough  verification  of  the  statements 
made  out  by  the  applicants  for  conces- 
sions. 

As  the  local  banker  is  usually  one  of  the 
most  prominent  of  the  members  of  the 
Business  Men’s  Association,  and  as  he 
is  at  least  as  much  interested  as  anyone  in 
seeing  that  none  but  worthy  applicants 
are  favored,  it  is  important  that  he  should- 
be  fully  advised  of  the  best  methods  of 
ascertaining  the  truth  in  regard  to  the 
enterprises  to  which  he  and  his  friends  are 
requested  to  pin  their  faith  and  their 
money.  The  sources  of  information  open 
to  them  are  three  in  number  . 

First,  there  is  the  statement  prepared  by 
the  applicant  company  itself.  Leaving  out 
the  question  of  deliberate  attempts  to  de- 
fraud, and  treating  only  of  the  statements 
prepared  by  honest  officers,  it  is  found  that 
they  are  seldom  to  be  relied  upon.  There 
is  too  strong  a temptation  to  the  officers 
who  have  been  managing  a company  to 
show  good  results  and  too  great  a ten- 
dency to  look  upon  the  future  with  hope- 
ful eyes  as  they  figure  out  the  large  gains 
to  be  made  by  the  contemplated  removal 
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to  a new  location  to  make  us  feel  that 
their  statements  are  not  colored  by  the 
wish  thjit  is  father  to  the  thought.  Even 
in  the  cases  where  due  allowance  is  made 
for  this  tendency  there  is  the  further  ob- 
jection that  the  statements  may  be  made 
b}'  those  who  are  not  able  rightly  to 
classify  the  accounts  and  properly  dis- 
criminate between  accidental  and  legitimate 
profits,  between  investment  and  operating 
expense. 

Secondly,  there  is  the  bookkeeper  or 
business  man  of  the  town  who  is  sent  to 
look  over  the  factory  and  report  on  the 
correctness  of  the  statement  submitted  by 
it.  L’nless  he  is  a trained  man  of  large 
experience  he  is  too  apt  to  conclude  that  be- 
cause the  books  are  in  balance  and  seem  to 
be  honestly  kept,  the  profits  shown  at  the 
end  of  each  year  are  actual  and  arise  from 
the  regular  operations  of  the  business. 
Even  if  he  has  the  time,  he  iisually  has 
not  the  experience  necessary  to  enable 
him  to  analyze  the  plant  and  machinery  ac- 
counts, to  find  omitted  liabilities  items  of 
expense  that  are  charged  to  investment 
and  many  other  insidious  faults  that  will 
materially  reduce  the  alluring  profits 
shown  by  the  over  confident  secretary  of 
the  company. 

Lastly,  the  certified  public  accountant. 
Who  is  he  and  what  does  he  do?  It  is  a 
mistake  to  consider  him  simply  as  an  “ex- 
pert” who  can  perform  a mathematical  feat 
with  lightning  rapidity.  He  must  pri- 
marily be  a man  of  large  business  experi- 
ence who  takes  a broad  view  of  the  prob- 
lems submitted  to  him,  who  is  thoroughly 
posted  in  regard  to  all  the  details  of  oper- 
ating in  all  lines  of  business,  able  to  dis- 
criminate between  what  is  a legitimate  and 
what  an  accidental  or  sporadic  profit,  be- 
tween what  is  properly  an  investment  of 
capital  and  what  an  expense  of  the  busi- 
ness, who  will  not  allow  hidden  or  sup- 
pressed liabilities  to  escape  him,  and  who 
is,  above  all,  independent  and  unbiased. 


with  no  thought  but  the  desire  to  discover 
the  exact  truth  and  to  report  it  regardless 
of  whom  it  helps  or  hurts.  The  factory 
whose  history  can  stand  the  scrutiny  of 
such  a man  can  safely  be  relied  on  to 
prove  a desirable  acquisition  to  any  town. 
His  unfavorable  report  would  have  saved 
many  a city  from  entertaining  the  cripples 
whose  empty  buildings  are  now  an  ugly 
blot  on  the  landscape. 


In  these  days  of  hurry  and  bustle  we 
are  apt  to  overlook  the  advantage  of  care- 
ful training  and  scientific  attainment.  As 
soon  as  a bookkeeper  is  able  to  add  up  a 
column  of  figures  with  reasonable  accur- 
acy and  rapidity,  and  can  take  off  his  trial 
balance  correctly  once  in  three  or  four 
times,  he  poses  as  an  expert  accountant, 
although  he  may  not  know  the  first  prin- 
ciples of  accounts  as  a science.  In  the 
same  way,  a man  who  has  served  in  all 
positions  in  a bank,  from  messenger  to 
paying  teller  considers  himself  a thorough 
banker,  capable  of  filling  the  position  of 
cashier,  although  he  may  not  be  possessed 
of  the  first  rudiments  of  the  science  of 
banking.  Eor  there  is  such  a thing  as  the 
science  of  banking,  if  by  science  we  mean 
the  knowledge  of  general  laws  and  princi- 
ples and  their  application  to  particular  in- 
stances. \\'ithout  going  into  the  subject 
of  the  laws  which  govern  the  movements 
of  money  in  the  whole  country,  or  the 
larger  subject  of  the  nature  of  money  and 
the  proper  standards  of  value,  which  really 
constitute  the  science  of  finance,  let  us 
see  whether  there  are  not  general  laws 
which  govern  the  movements  which  take 
place  in  a single  bank,  laws  which  should 
be  known  to  its  officers  and  by  which 
their  actions  should  be  governed.  If  there 
are  such  laws  the  active  officers  of  the 
bank  should  study  them  and  be  ready  to 
applv  them  to  the  individual  instances 
that  come  under  their  observation. 
venture  the  assertion  that  there  are  such 
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laws  and  tliat  a cashier  wlio  has  faniiliar- 
izcd  himself  with  them  will  he  able  to 
learn  more  from  their  ap])lication  than  in 
an\  other  way,  especially  in  regard  to  the 
kind  of  hnsiness  that  his  enstomers  are 
doing.'  A proper  reading  of  a depositor's 
acconnt  will  furnish  more  information  than 
can  he  obtained  from  any  other  source, 
exce])t  an  analysis  of  a trained  accountant. 

( )ne  of  the  most  important  of  these 
laws  can  he  stated  thus : “The  total  de- 

posits, including  discounts  of  trade  paper, 
of  a commercial  house  cannot  greatly  ex- 
ceed its  total  sales  from  year  to  year.” 
To  show  that  this  must  be  so,  it  is  only 
necessary  to  consider  that  there  is  no 
source  from  which  it  can  receive  an  income 
except  by  the  sale  of  its  goods.  There 
may  be  a slight  excess,  owing  to  the  renewal 
in  whole  or  in  part  of  notes  or  acceptances 
given  to  it  by  slow  customers,  but  the  gen- 
eral principle  holds  good.  Its  application 
will  prove  the  existence,  where  it  occurs, 
of  that  most  insidious  foe  to  the  banker, 
the  use  of  accommodation  drafts  and  ac- 
ceptances. Kiting  by  exchanging  checks 
is  a comparatively  easy  thing  to  discover,- 
but  kiting  by  the  use  of  time  drafts  on  out- 
of-town  customers  or  agents  is  extremely 
difficult  to  prove.  In  one  case  that  came 
under  the  observation  of  the  writer  the 
depositor  had  been  often  accused  of  draw- 
ing accommodation  time  drafts  on  parties 
in  other  cities,  but  had  strenuously  denied 
it.  When  finally  asked  to  explain  why  his 
total  bank  movement  during  the  year 
amounted  to  more  than  twice  his  total 
claimed  sales  he  was  obliged  to  confess  that 
the  excess  was  fraudulent.  It  is  needless 
to  say  that  he  was  requested  to  close  his 
account  at  the  earliest  possible  moment. 

Another  important  law  is  that  “no  one 
can  legitimately  draw  a draft  on  another 
unless  he  has  sold  something  to  that  other.” 
The  thing  sold  may  not  always  be  mer- 
chandise. It  may  be  services,  as  in  the 


case  of  a Iraveling  man  drawing  on  his 
house  lor  expense  money.  I'lie  a])])lication 
t)f  this  law  once  stopped  a very  peculiar 
triangular  kite  between  Chicago  and  Den- 
ver. The  parties  were  all  dealers  in  books. 
-A  in  Chicago  drew  at  ten  days’  sight  (m 
II  in  Denver,  asserting  most  positively  that 
it  was  for  books  sold  to  T>.  As  the  drafts 
became  more  frcf|ucnt,  ((uestions  were 
asked  of  its  Denver  correspondent  by  the 
Chicago  bank,  who  became  convinced  that 
P)  was  not  doing  a business  sufficiently 
large  to  justify  such  heavy  payments.  The 
Denver  bank  ascertained  that  B in  Denver 
always  drew  a sight  draft  on  C in  Chicago 
on  the  day  when  his  acceptance  of  A’s 
draft  matured.  The  bank  in  which  B kept 
his  account  was  then  asked  what  goods 
B was  selling  to  C,  as  it  seemed  impos- 
sible that  he  could  be  shipping  books 
from  Denver  to  Chicago.  When  it  reported 
that  he  sold  none,  it  was  asked  how  B 
could  draw  a draft  on  C unless  he  sold 
him  goods.  The  bank  said  it  never  had 
thought  of  that,  but  it  began  to  think  to 
such  good  effect  that  it  closed  up  B,  put- 
ting an  end  to  the  chain.  As  A had  been 
in  the  habit  of  giving  C currency  to  pay 
B’s  drafts  the  kite  had  been  a very  hard 
one  to  locate,  but  the  discovery  took  place 
in  the  end. 

These  are  samples  of  the  way  in 
which  general  principles  can  be  applied  to 
the  particular  instances  that  come  into 
every  banker’s  experience.  The  difficulty 
with  many  cashiers,  as  with  the  majority 
of  people  in  all  lines  of  business,  is  that 
they  have  never  learned  to  give  proper 
attention  to  the  relation  existing  between 
actions  or  conditions  which  are  apparentlv 
independent  of  each  other,  but  which  are 
quite  intimately  connected.  All  science  is 
founded  on  a proper  understanding  of  re- 
lations, and  the  science  of  the  bank  ledger 
does  not  differ  in  principle  from  those  of 
a more  abstruse  character. 
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Accountants  frc()ncntly  find  that  em- 
|)lo}crs  are  loath  to  adopt  the  plan  of 
periodic  audits  for  fear  of  offending  their 
l)Ookda'cpcrs  or  cashiers.  'J'hey  will  .some- 
times rec|uest  tliat  a secret  e.xamination  he 
made  at  night  without  leaving  any  traces 
on  the  hooks.  It  is  often  difficult  to  show 
them  that  the  more  manly  and,  at  the  same 
time,  more  satisfactory  way  is  to  he  frank 
with  their  employes,  without  acting  in  such 
a suspicious  manner  as  to  be  offensive. 
•\il  such  ideas  are  based  on  the  supposition 
that  the  auditor  is  antagonistic  to  the  book- 
keeper, and  that  his  sole  object  is  to  act 
as  spy  upon  bim,  seizing  evei'y  opportunity 
to  report  the  smallest  clerical  error  as 
the  next  thing  to  a crime. 

'I'he  truth  is  that  the  proper  auditor  is 
the  bookkeeper’s  best  friend.  He  is  al- 
ways ready  to  give  him  the  advantage  of  a 
large  acquaintance  with  accounts,  so  as  to 
.shorten  processes  and  save  labor,  and  will 
explain  puzzling  entries  by  giving  the  rea- 
son for  them,  so  that  they  can  be  intelli- 
gently made.  He  will  suggest  improve- 
ments in  methods  of  checking  the  work 
and  finding  errors,  and  will  checrfullv 
answer  any  questions  relating,  not  only  to 
any  particular  set  of  books,  but  in  regard 
to  the  science  of  accounts  generally.  In 
other  words,  he  is  an  educator,  both  by 
precept  and  example  and  it  will  be  found 
universally  true  that  the  man  whose  ac- 
counts arc  audited  by  a first-class  account- 
ant is  a more  competent  office  man  than 
the  one  who  has  not  had  such  opportuni- 
ties. i\n  instance  of  this  occurred  not 
long  ago,  when  a young  man  asked  the 
auditor  why  a certain  entry  was  made  in 
the  way  it  was.  The  auditor,  after  ex- 
plaining the  reason,  asked  him  whether  he 
had  not  learned  how  to  make  such  an  entry 
at  the  business  college  of  which  he  was  a 
graduate.  He  said  he  had  learned  how 
to  make  it,  but  when  he  asked  the  pro- 
fessor the  reason  for  it.  he  was  told  that 
the  entry  was  made  that  way  because  it 


was  the  proper  way  to  make  it.  Unless  the 
l)ookkec])cr  is  one  of  those  who  “know  it 
ail,”  he  will  find  many  occasions  when  he 
can  gain  valuable  information  from  the 
auditor  at  his  periodical  visits. 

,'fiuch  being  the  case,  unless  he  is  imbued 
with  the  false  notion  that  the  audit  is  a 
reflection  on  him,  pensonally,  he  will  wel- 
come the  auditor.  As  a test  of  his  hon- 
esty and  efficiency  the  audit  is  of  even 
more  service  to  him  than  to  his  employer. 

He  knows  himself  that  his  accounts  are 
correct,  his  employer  only  tru.sts  .so,  but 
after  the  audit  is  made  he  knows  what  his 
employer  knows  also,  and  the  ])ositive 
knowledge  is  far  more  .satisfactory  than 
any  confidence  based  only  upon  supposi- 
tion. It  is  of  value  by  confirming  the 
trust  placed  in  the  bookkeeper  to  such  an 
extent  that  if  any  unfortunate  misunder- 
standing should  arise,  there  will  be  no 
suspicion  of  his  integrity,  such  as  might 
happen  if  it  had  not  been  repeatedly  proven 
by  successive  tests.  If  the  bookkeeper  looks 
u]wn  the  matter  in  the  right  way  he  will 
see  that  the  request  for  an  audit  is  a 
reasonable  one.  The  proprietor  of  a busi- 
ness bas  a right  to  know  that  it  is  prop- 
erly conducted  in  all  its  departments,  and  ' 
since  he  has  either  not  the  time  or  the  ■ 
ability  to  investigate  the  office  for  himself 
he  does  right  to  employ  a disinterested  ' 
outsider  to  do  it  for  him.  i 

The  periodical  audit  is  a great  protec-  , 
tion  to  the  bookkeeper  against  himself. 
The  temptation  comes  to  all  men  at  some 
time  or  another  to  do  things  that  are  not 
entirely  defensible.  It  may  be  to  tempor- 
arily force  a balance,  with  the  expectation 
of  correcting  it  at  a more  convenient  time. 
No  man  can  be  certain  how  completely  • 
he  may  be  able  to  resist  temptation.  He 
will  be  obliged  to  do  so,  if  he  knows  that 
within  a definite  time  his  error  will  be 
discovered.  Tetter  than  the  prayer,  “Lead 
us  not  into  temptation,”  is  the  precaution 
that  makes  it  impossible  to  yield  to  it. 
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One  of  tlie  most  important  services  ren- 
dered l)y  tlic  auditor  to  the  bookkeeper  is 
in  liis  requirements  that  there  shall  be  a 
satisfactory  voucher  for  every  item  of 
disbursement,  and  a full  explanation  of  all 
entries.  Many  a man  has  been  seriously 
compromised  by  falling  into  the  loose  habit 
of  giving  his  employer  larger  or  smaller 
sums  of  money  out  of  the  cash  draw^er 
without  written  acknowledgment.  The 
employe  is  often  unable  to  demand  a 
voucher,  but  the  accountant  will  insist  on 
it  and  will  not  be  content  until  the  loose 
system  is  changed.  In  the  same  way  he 
will  require  documentary  authority  for  all 


entries  out  of  the  ordinary,  relieving  the 
b(K)kkeeper  from  tlic  embarrassment  of 
making  entries,  the  correctness  of  which 
he  questions,  although  he  has  hithero  been 
obliged  to  make  them  by  instructions  that 
were  verbal  only,  and  which  could  be  con- 
veniently forgotten  by  his  employer  if 
trouble  arose  afterward. 

Let  the  bookkeeper  then  not  only  wel- 
come the  audit,  but  demand  it  in  his  own 
interest,  making  it  a condition  when  he 
accepts  a new  position.  The  sense  of  se- 
curity it  will  give  him  will  amply  repay 
him  for  any  trouble  that  the  periodic  visit 
of  the  auditor  will  cause  him. 
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Dickinson,  A.  Lowes 

Dunning,  A,  W 

Fraser,  Edward 

Gore,  Edward  E 

Greig,  A.  F.  Rattray. 
Hughes,  Rupert  S. . 

Jones,  D.  O 

Jones,  Laurence  A. .. 
Joplin,  J.  Porter... 

Knisely,  C.  W 

Kuhns,  M.  S 

Leith,  John 

Ludlam,  Charles  S.. 

Macdonald,  R.  O 

Marr,  C.  J 

May,  George  O 

McKeand,  C.  A 

Merrill,  C.  D 

Nelson,  Robert 

Nigg,  C 

Niven,  John  B 

Parke,  F.  K 

Pickett,  L.  S 

Reay,  Wm.  M 

Recicitt,  Ernest 

Ring,  Richard  F 

Roberts,  Wm.  H.... 

Sells,  E.  W 

Smart,  Allen  R 

Spence,  A.  Pyott.... 

Sprung,  F.  W 

Stallings,  A.  J 

Stanley,  Edward 

Turville,  Geo.  A 

Walton,  Seymour  ... 
Webster,  George  R. . 
Wilkinson,  George. . . 

.Wilmot,  FI.  W 

Young,  Arthur 

Associates — 

Brown,  John  H 

Laurie,  John 

Millard,  Henry 

Seatree,  W.  Ernest. . 
Junior — 

Cullen,  W.  H 


RELATION.  FIRM  OR  COMPANY.  LOCATION. 

Accountant  with Barrow,  Wade,  Guthrie  & Co Chicago. 

Manager  Jones,  Caesar,  Dickinson,  Wilmot  & Co Chicago. 

In  special  practice.  ..Frank  M.  Boughey Chicago 

Individual  practice.. . R.  S.  Buchanan Chicago. 

■Accountant  with Barrow,  Wade,  Guthrie  & Co Chicago. 

Individual  practice.. . John  Alex.  Cooper Chicago. 

Partner  Jones,  Caesar,  Dickinson,  Wilmot  & Co. . .New  York. 

Western  manager. ..  The  Audit  Company  of  New  York Chicago. 

Accountant  with The  Audit  Company  of  New  York New  York. 

Assistant  manager.  ..Barrow,  Wade,  Guthrie  & Co Chicago. 

Individual  practice. . .A.  F.  Rattray  Grieg Chicago. 

Manager  Barrow,  Wade,  Guthrie  & Co New  York. 

Accountant  with Barrow,  Wade,  Guthrie  & Co Chicago. 

Partner  Laurence  A.  Jones  & Co Chicago. 

Individual  practice.  ..J.  Porter  Joplin Chicago 

Manager  The  Audit  Company  of  Illinois Chicago. 

Secretary  Safeguard  Account  Co Chicago. 

■ Individual  practice.  ..John  Leith  Chicago. 

Manager  Haskins  & Sells New  York 

Accountant  with Barrow,  Wade,  Guthrie  & Co Chicago 

Partner  Jones,  Caesar,  Dickinson,  Wilmot  & Co Chicago. 

■ Partner  Jones,  Caesar,  Dickinson,  Wilmot  & Co St.  Louis. 

■ Accountant  with Barrow,  Wade,  Guthrie  & Co Chicago. 

Accountant  with Barrow,  Wade,  Guthrie  & Co Chicago. 

Manager  International  Audit  Co Chicago. 

■ Individual  practice. ..  C.  Nigg  Chicago 

Partner  Touch,  Niven  & Co New  York. 

Partner  F.  K.  Parke  & Co Chicago. 

Accountant  with Barrow,  Wade,  Guthrie  & Co Chicago. 

In  special  practice.  ..Wm.  M.  Reay ‘ Chicago. 

Partner  Wilkinson,  Reckitt,  Williams  & Co Chicago. 

In  special  practice. ..  Richard  F.  Ring Louisville 

Partner  Walton,  Roberts  & Co Chicago. 

Partner  Haskins  & Sells New  York. 

Manager  Barrow,  Wade,  Guthrie  & Co Chicago. 

Partner Barrow,  Wade,  Guthrie  & Co New  York. 

Accountant  iwith Wilkinson,  Reckitt,  Williams  & Co Chicago. 

Accountant  with Barrow,  Wade,  Guthrie  & Co Chicago. 

■ Manager  Jones,  Caesar,  Dickinson,  Wilmot  & Co ....  Pittsburg. 

■ Accountant  with Jones,  Caesar,  Dickinson,  Wilmot  & Co Chicago. 

Partner Walton,  Roberts  & Co..., Chicago. 

Manager  Jones,  Caesar,  Dickinson,  Wilmot  & Co. San  Francisco. 

■ Partner  Wilkinson,  Reckitt.  Williams  & Co New  York. 

Partner  Jones,  Caesar,  Dickinson,  Wilmot  & Co.. .New  York. 

Partner  Stuart  & Young Chicago. 


Accountant  with John  Alex.  Cooper Chicago. 

Accountant  with Jones,  Caesar,  Dickinson,  Wilmot  & Co.  ..New  York. 

Individual  practice.  ..Henry  Millard .Chicago. 

Manager  Jones,  Caesar,  Dickinson,  Wilmot  & Co.  ..New  York. 

Assistant  with John  Alex.  Cooper Chicago. 
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